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ABSTRACT OF DISSERTATION 


An Analysis of Rural Community Development Corporation 
Business Ventures: The Economic Performance of Selected 
Manufacturing Ventures Originated Through Community 

Resource Rationalization and Entrepreneurial Search 


Initial anti-poverty efforts under the Economic Opportunity Act of 1964 focused on 
the provision of services such as education and legaland manpower training. The con- 
cept of local control placed goal-setting, planning, and execution of programs within 
the community. The emphasis shifted from the provision of services to community 
economic development with the 1967 amendments which formalized the Special Im- 
pact Program (SIP). The SIP was intended to make “appreciable impact” in reducing 
dependency, unemployment, and community tensions, and to create permanent 
benefits which would survive termination of government funding. Community con- 
trol, which is basically more social or political than economic in nature, remained an 
important concept of the new program. 

The primary tool of the SIP is the Community Development Corporation(CDC),a 
federally funded, locally controlled organization. The purpose of the CDC is to build 
institutions and to develop the economy of its impact area. This study is concerned 
generally with the economic development role of the CDC and specifically with its 
basic method of economic development, the establishment of business ventures. CDCs 
have established ventures in such business sectors as manufacturing, retailing, service, 
and agriculture. The Office of Economic Development (OED) policy states that profit 
maximization, rather than social or political objectives, should be the short-term ven- 
ture goal. 

Two basic approaches have been used by CDCs in venture establishment. The first 
rationalizes community resources into a business venture with CDC investment (of 
government granted funds) generally providing the initial equity. Control remains in 
the community because the private sector is not usually a major financing source. 

The second approach, entrepreneurial search, attempts to find an entrepreneur who 
will invest personal funds and skills, augmented by CDC monetary investment, in a 
venture to be located within the CDC impact area. Majority ownership, operation, and 
management remain with the entrepreneur and, although community interests are 
protected through contractual agreement, dilution of community control over its 
development results. 

The study compares the economic performance of selected manufacturing ventures 
established in rural areas under the two approaches. Two ventures established through 
each approach by Job Start Corporation, a Southeastern Kentucky CDC, and two 
ventures established through community resource rationalization by Southwest 
Virginia Community Development Fund, a CDC in Roanoke, are studied. The pur- 
pose is to determine if performance differences exist between the ventures established 
through the two approaches. 

Primary sources of information included financial and other records at the CDC 
sites and at the OED, Washington, D.C. 

The entrepreneurial ventures are found to rely substantially on private sector fi- 
nancing while the other firms rely much more on government financing for both 
capital investment and operating expenses. The latter apparently stems partly froma 
desire to avoid outside control which might accompany private sector financing. 

A second difference is found in return on investment. The government contribution 
to operating expenses has a positive effect on net income. This effect is greater for com- 
munity resource rationalization ventures due to larger government contributions. 


Removal of this subsidy would change profit to loss for all of these firms while affect- 
ing entrepreneurial firms less. 

The entrepreneurial ventures are found to create jobs and payroll at lesser cost to the 
government, again because of greater reliance on private sector financing. 

The relative performance of the ventures suggests that the entrepreneurial firms are 
more consonant with the OED policy of venture profit maximization in the short-term 
and the legislative intent that benefits created, e.g., ventures, should be permanent and 
survive termination of government funding. Higher costs of community resource 
rationalization may be attributed to the requirements of the community control con- 
cept. 


BIOGRAPHICAL SKETCH 


Born in Bellingham, Washington, August 28, 1930 

B.A. in Education 1952, Western Washington State College 

M.S. in Education 1961, Purdue University 

M.S. in Management Engineering 1962, Rensselaer Polytechnic Institute 
Captain, United States Navy, 1962- 


PREPARATION FOR CANDIDACY 


FIELDS OF STUDY: 


Administrative Theory and Practice 
Managerial Economics 

Government-Business Relations 

Public Financial Management and Budgeting 


GENERAL EXAMINATION PASSED: October, 1974 


TABLE OF CONTENTS 


fetOr JTLLUSMRATIONS ~ . ss 6 « « « « « 


Mee On TPABEED <3 . s «6 « © «© © © 2 


PeeerewOROUGMENTS 2. 2... 6 6 6 et ew we tl 


Chapter 


Ie 


Ie 


ibis 


IGM OUD UIC TUG) sy. eee ie 


General 
The Community Development 
Corporation 
Purpose of the Study 
and Expected Results 
inpeeipaled Contribution 
Primary Research Question 
Subsidiary Research Questions 
Scope 
Theoretical Framework and 
Methodology 
Organization of the Study 


PoC WNC hiral Umer VOI ON ss sw ss 


Iie mistook bkearalenal 

Community Development 

The Community Development 
Corporation 

summary 


re SMS Ns cs we Ce 


nat eocucy Om 

Measurement Criteria 

Westinghouse Learning Corporation 
otudy 

AAT Study: Phase I 

Mel ouidy2s Laverim Report 

AAT Study: Final Report 

Other Studies 

Summary 


aba 


tal 


Vad 


25, 


61 





Chapter 
IR Peeeee Ole aire Cer O lA LOIN Neues aie obs sc ws 4 tt os 95 


Iayenareyslovorgskreyal 

Background 

Philosophy of Business 
Venture Establishment 

Affiliated Community Development 
Corporations 

Federal Funding 

Staffing 

Board. or Derectors 

Accounting and Accountants 

An Evolving Philosophy 

Growth of JSC 

Summary 


oe cae oO LHWhok VIRGINIA COMMUNITY 
Ae ate EO Meena I ule lel IE eee oo Soe" e. eccce; Sek smo Nolmie TZ6 


iaGgs-oducG Lon 

Background 

Philosophy of Business 
Venture Establishment 

Affiliated Community Organizations 

Federal Funding 

Board of Directors 

Other Problems 

An Evolving Philosophy 

Growth of SVCDF 

Summary 


fe Uo te ctels, eae ees SEs (6 es eau eC eee Ge 50 


MnGecoduc: om 

Data Collection 
Methodology 
Presentation of Results 


Page GENERAL CONCLUSHONS .« « « « « «es 2 @ se #8 % Way, 


iMG io due rom 

Objectives 

Research Question 

Conclusions 

Value of the Study 

Suggested Additional Research 
Concluding Comment 


iv 





APPENDIX A: 


APPENDIX B: 
APPENDIX C: 
APPENDIX D: 
BIBLIOGRAPHY 


POLICY STATEMENT ON SPECIAL 
IMPACT PROGRAM 


JSC GROWTH AND DEVELOPMENT 
GROWTH AND DEVELOPMENT OF SVCDEF 
SUPPORTING DATA 


e 


189 
201 
206 
fale 


| 2S 





ee 


9. 
HO. 


lee 
Lea 


LS One nisl Ae Ok 


Iiiemivcecarenm Tedelwmec. << +. 6 «© «© «© Os 6 «© “« « 
Life Span, Sponsoring CDC, and Approach Used 
in Establishment of Ventures Included in 
Mic McC K/MGMNGI~Ue? “al ¢) esl Sis 4 we velle.c6) « ‘« ~* « 


Conflicting Goals in the Community Development 
MG ceo ven ctenc tse ee ts s- = jw <« 6 \s « © « « 


Kentucky, with Ten-County Job Start Corporation 
iene eemratocetInCrCae eG so «6 < 6 «> ~6 2 6) a “s 


Impact Area Served by Southwest Virginia 
CoOmuumnibb ys Weve WOMiMeiny IMG sc .* @ 6 2 « « 


Nietieiine soclsecur lie Ciniciacs (ewes eee cibteiepecs: << So « «6 « 


Anti-Poverty Organizations in JSC Impact 
PcG Oe al sc! om ac ater vet teva <. e eo ve. 


Pi Omerccemociwmk Je techs sieeve os 6 veo )s 6 -« ei-<- % 
eS) Ome elie © ie W/o iaiolieact bist 1e Pelee roela ist os we. (eh ie. “oO 


Anti-Poverty Organizations, Roanoke, 
aoe GOMES emis ven tale Venite: fe: eos 6S Se 8 


Se DOCCMbOr 197 2. eo. eo 6). % Men seh Sew ew 
PEColaeNCcember IO74 cae) ew Ss es ee ke 


aveal 


16 


il, 


=e) 


SNe: 


127 
122 


203 
204 
205 


208 
OS, 
eral 





Ol. 


el. 


ay ee O) iy Wes re 


Summary of OEO Funding to All CDCs under 
Mee Vitienome ne Reconomn1c Opportunity Act 
of 1964, as Amended, Fiscal Years 1968-1974 . 


Peace tOmmronr CWC VEmMUmUreS Dy SECUOr .« .« « -« 


Appreciable Impact: Community Resident 
Perceptions of Economic Conditions and Change 


Appreciable Impact: Community Resident 
Bere Devon smomeoOCtal ands Political Climate 
Gum Micha te aMenmtet™ soe ts SoM errs sys «4 = @ « 


Summary of CDC Venture Efficiency: Mean 
Performance by Sector (Urban Sites) ..... 


Summary of CDC Venture Efficiency: Mean 
Performance by Sector (Rural Sites) ..... 


Demographic Data for Ten-County Impact Area 
Pelvic b vy Ob ob cnG —COmpOrauilem . . si... 


Summary of OEO Funding of All Rural CDCs under 
Mite oo vl Onatieomconcilic OKeommuailty ACL Of 
1964, as Amended (Fiscal Years 1969-74) and 
Actual JSC Administrative Expenditures and 
Venture Capital Investment (Fiscal Years 


SES AUS)) is ae en ee a ee 


JSC Capital Investment in Impact Area Economic 
Development through December 31, 1974 .... 


Demographic and Social Data for Impact Area 
Served by Southwest Virginia Community 
OMe ual Mein Ome ACh se ictus el ss 4 eee fs 9 6 6.6 


Summary of OEO Funding of All Rural CDCs under 
Pigeon Neomomie Ooporuumiyy Act of 
1964, as Amended (Fiscal Years 1969-74) and 
Actual SVCDF Administrative Expenditures and 
Venture Capital Investment (Fiscal Years 


WIESE GIS) I eer 


aye lh 


50 


oak 


86 


37 


89 


90 


Be 


OKs 


124 


140 


£2 





ie. 


13% 


14. 


Loe 


16. 


le 


ie. 


19. 


20. 


ele 


eco 


ee 


C4. 


SVCDF Capital investment in Impact Area 
Eeonemac Development Chroughn Vecember 41, 
19 744 ° e e e e e « e e e e e e e ® e © € 


Leverage Comparison: Total Debt Divided 
i yeeOiucel ene eu csc « Mas « « @une « ©. % 


Leverage Comparison: Total Debt Divided 
ence sa Sipmemy . lars ps 6 tenes « « 


Leverage Comparison: Total Debt Divided 
by Potal Government Funds Received ... 


Leverage Comparison: Available Bank Lines 
of Credit and Long-Term Debt Divided 
byecUO Mavesememt Capital . . e-. <<< 


Return on Investment Comparison: Reported 
Net Income Divided by Total Assets ... 


Return on Investment Comparison: Reported 


Net Income Less Annual Government Contribu- 


tion to Operating Expenses Divided by 
Gin sieISCCinc ist uetss Nelelnenns «© + + 6 6 6 


SccuevoO Le Governmens per Job Creaved: 
Total Cost to Government Over Life of the 
Venture Divided by Average Number of Jobs 
COvcimimmer or. Led Vermiuaee 64 6 6. ee. ve 


Cost to the Government per Job Created: 
Cumulative Total Cost to the Government 
Divided by Average Annual Employment. .. 


Cost to Government for One Man-Year: Cumu- 
lative Total Cost to Government Divided 
by Cumulative Average Annual Employment . 


Cost to Government for One Payroll Dollar: 
Cumulative Total Cost to Government 
Divided by Cumulative Annual Payroll... 


Venture Net Sales, Total Assets, Total Debt, 


and Reported Net Income before Tax 
aygeeL ecco. Go us) Sf Gente, ss le. 6! Ceo es 


Government Contributions to Operating Expenses 


Rony mins Co etc iel e eu st en ig: SS Oe cer 6. Ue ie Vie us 


Wadd 


e 


148 


158 


De, 


IL S10, 


ineal 


iG? 


Key 


Gg 


ial 


ie 


1'74 


el 


ra 





25. Outside and CDC Capital Investment, Total 
Government Contribution to Operating 
Expense, and Total Government Funds 
Received by Venture and Fiscal Year ...... 2A) 


26. CDC Capital Investment, Line of Credit, 
and Long-Term Debt by Venture and 


fmocak Yeon .1 sts fi) oe © « & & 4 219 


27. Average Annual Employment and Annual 
reavnoillk by Ventburemand Fiscal. Year <« <ees. ~. - eyez 


ix 





ACKNOWLEDGMENTS 


My experience with this study has reinforced my 
belief that research 1s rarely a solo effort. Some of those 
who participated in one way or another are indicated below. 

The subject originated in discussions with Alexander 
Dingee and Leonard Smollen, Director and Associate Director, 
respectively, of the Institute for New knterprise Development. 
Wir. Smollen's extensive comments on an early research design 
proposal, methodology, and data collection were most 
valuable. 

The project could not have been accomplished without 
Maemcolopory and cooperation of the Office of Economic Develop- 
Hiei FOS Kamirez, Associace Director, provided tor overall 
gde@ess FO his organization. As OED program analyst for the 
Job Start Corporation (JSC) and the Southwest Virginia 
Community Development Fund (SVCDF), Barbara Cleveland provided 
tne background, historical, and current information necessary 
meme aqevelopment of the research. From their vantage points, 
James Digilio, as Chief of Program Design and Evaluation, and 
Giordano Chiaruttini, Economic Development Researcher, 
Challenged many of my criteria and findings in a most 
Coulstructive way. 

LaCie smieimbor, ecw ave Director, and Pavad “Goldpers. 
Director of Finance, of the JSC permitted and encouraged me 


x 





| 


to make two visits to their offices in London, Kentucky. 

On each occasion, they sidetracked liberal amounts of their 
valuable time to answer questions and participate in 
patlosophical discussions. 

Thomas Morse, Executive Director of the SVCDF, also 
was generous with his time, and contributed insights which 
would not have developed without my visits to SVCDF. Stanley 
wee. Deputy Director, and Richard Long, Director of Business 
mamnnane aiencccerech me were especialy helpiul lame projec 
design and the provision of data. 

Dee Sucphanmiimeeel song Dirwectormoer Research at the 
Center for Community Economic Development (CCED), helped me 
formulate the research orientation and philosophical founda- 
tions necessary to the development of the study. While we 
did not always agree, I found the relationship to be most 
stimulating, challenging, and rewarding. The assistance of 
Florence Contant, who made CCED library facilities available, 
1s also appreciated. 

The project was accomplished under the direction of 
Dr. Edwin Timbers and committee members, Dr. Michael Harmon 
and Dr. Stephen Fuller. Collectively and individually, their 
guidance and assistance in the development of the initial 
research design and the subsequent research effort were most 
valuable. Somehow, they managed to keep me on track, gently 
but firmly reorienting my thinking when I wandered off on 
undesired though interesting sil excursions. ‘The timely 


eal 





review which they accorded to my draft submissions has been 
ime envy of many of my less fortunate colleagues. 

Dorothy Couture suffered with me through the editing 
pmo byping of the final drait. 

My wife, Barbara, provided the necessary personal and 
femal SUPpPpOrt not only throughout the research effort but also 
through the periods of coursework and preparation for the 
general examination. The ultimate sacrifice occurred when 
she found employment so that I could be alone in our home to 
pursue my academic endeavors without distraction. 

The contributions of all are gratefully acknowledged. 
BuG, as it must in the final analysis, the blame or credit 


for what has been produced is accepted by the researcher. 


> Glee 





CHAPTER I 
INTRODUCTION 


General 

In a collective sense, the United States is probably 
the wealthiest nation in history. Ina relative sense, the 
individual citizen of the United States is among the wealthiest 
in the world. The signs of wealth and conspicuous consumption 
Pm@emorescnt Cverywhere in this country. Yet, many of its 
cities are suffering from the physical and psychological decay 
of the very institutions and facilities which have made wide- 
pem@ead afiluence possible. By contrast, many rural areas have 
remained almost untouched by the Sayan THOUSUr aL aA zaG com 
upon which much of the wealth and income are based. To some, 
Dore circumstance might be counted as a blessing, but to 
Guhers it is seen as an unnecessary inequity which can be 
corrected through the concerted application of the nation's 
ie Sources. 

Many government agencies are involved in the various 
aspects of the national war on poverty, including the Small 
Business Administration, the Economic Development Administra-— 
tion, the Appalachian Regional Commission, and the welfare 
agencies. A primary governmental effort toward elimination 


me pOCKeusS Of poverty in Chis country 1s represented by the 
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Be 
Economic Opportunity Act of 1964 and its amendments. The 
Beonomic Opportunity Act established the Office of Economic 
Gpportunity (oEO)+ to administer and coordinate governmental 
programs directed toward the elimination of poverty. This 
report addresses the community economic development role of 
the OEFO and does not consider its other anti-poverty programs 
@i the lack of success of its efforts toward overall program 
coordination.“ 

The initial plan of the OEO was to provide services-—- 
legal, educational, and manpower training, for example--to 
the poor to help them join the mainstream of American life. 
However, through the Rural and Small Business Loan programs 
that were contained in the Act, the importance of economic 
development was recognized. ‘The Kennedy-Javits Amendments 
of 1967 provided for Special Impact Funds (Title I-D) for 
the combined social and economic development of inner cities. 
These special programs were directed to the solution of the 
eemultcal problems existing in particular communities or 
neighborhoods within urban areas having especially large 

lime title of the office was changed by the 1975 
Amendments to Community Services Administration. Because the 
literature and most documentation refer to the office as the 
OHO, and because the bureaucracy still refers to the OEO, 
That title is carried throughout this report. 

“For Zocor wwoOlwOhOmer Loring LO achieve overall. 
paeerom coordination, see H. J. Halley, “An Analysis and 
Pealwarclon of the Office of Economic Opportunity National 


Anti-poverty Planning Process" (DBA dissertation, The George 
Washington University, 1971). 
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concentrations of low-income persons and within rural areas 
having significant "out-migration" problems. The programs 

were to be of sufficient size and scope to have an "appreciable 
impact" in arresting tendencies toward dependency, chronic 
unemployment, and rising community tensions. 

Between 1967 and 1972, Title I-D funds provided for 
the genesis of the Community Development Corporation (CDC). 
The CDC was an outgrowth and a recognition of the fact that 
services provided under the original OEO concept would not 
break the cycle of poverty in deteriorated areas. Income 
transfer and social service programs were described as 
insufficient to solve the problems of poverty. Dignity, 
self-pride, and some control over and participation in assis- 
wanee programs were essential. The interaction of these 
intangible factors is readily apparent. The unique and 
necessary ingredient, which only the CDCs offer, is a high 
degree of genuine, visible, local community involvement in 
both the formulation and the control of economic development 
Mieeenmems giiectuing vhe community. The problems of rural 
and urban areas are interrelated in that the out-migration 
from rural areas frequently swells the population of nearby 
urban areas. It is essential that methods and programs be 
developed to bring economic development to the people where 
they live. A comprehensive program should deal with housing, 


recreation, new businesses, new jobs and job counseling, and 
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the environmental and physical community as well as the 
pecanizing of activities. Because the CDCs are locally con-— 
ceived and operated, they are both more flexible and more 
responsive to community needs than are the more traditional 
tegecs O01 development institutions. 

In 1972, a second Kennedy-Javits amendment to the 
Economic Opportunity Act of 1964 combined the Title I-D 
Special Impact Program and the Title III-A Rural Loan Programs 
into a single operation: Community Economic Development, 
Title VII. Its stated purpose was to encourage the develop- 
ment of special programs by which the residents of urban and 
rural low-income areas could, through self-help and mobili- 
zation of the community-at-large and with appropriate 
federal assistance, improve the quality of their economic 
pwemsocial participation in community life in such a way as 
to contribute to the elimination of poverty and the establish- 


ment of permanent economic and social benefits. 


The Community Development Corporation 


Community Development Corporations have been estab- 
lished to launch and supervise commercial enterprises in 
most areas of business, including manufacturing, retailing, 
wholesaling, service trades, construction, and agriculture. 
While not all CDCs or ventures have survived, a number show 


Significant economic promise. 
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The standard by which the performance and success of 
the CDC and the CDC-sponsored venture should be measured is 
still undefined. Testimony before the Senate subcommittee 
considering amendments to the Economic Opportunity Act in 1971 
strongly recommended that each CDC be allowed to develop its 
own measurement criteria. The rationale given was that 
every successful social effort has defined its own performance 
criteria and measurements of progress. To be sure, community 
economic development pursues multiple objectives, encompassing 
economic, social, and political areas. As a result, agreement 
on what to measure and how to measure it is most difficult 
inewachn eve. 

The Office of Economic Development (OED) policy 
Pepardingeg Che Special Impact Program indicates that, as a 
general rule, CDC-established business ventures should have 
Profit maximization as a priority short-term goal. Profit 
optimization remains a long-term goal. It follows, then, 
that attainment of economic objectives should be the first 
priority for the business ventures. 

This does not ignore or relegate to secondary 
importance the attainment of social or political objectives. 
In accordance with the OED policy statement, institution- 
PCielarns 15 the cop priority of the Special Impact Program. 
The institution-building role of the CDC is the primary 


experimental feature of the Special Impact Prog ranimesy. 
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mm@eecrenee, primary responsibility for this function rests 


with the CDC itself, with its business ventures in a 


supportive but somewhat indirect role. 


Approaches to Venture Establishment 
In the selection and establishment. of business 
ventures, CDCs have generally employed two basic approaches: 


entrepreneurial search and community resource rationalization. 


Emebepreneurial search 


Entrepreneurial search relies on finding an entrepre- 
neur who is willing to invest money, management, and technical 
skills in starting a business venture in an impact area under 
the aegis of a CDC. Generally, there is also CDC investment 
(of government granted funds) in the new business, sometimes 
With the CDC having the controlling financial interest. 

The Institute for New Enterprise Development (INED) 
has developed a highly structured and organized procedure for 
entrepreneurial search, the results of which have been used 
by some CDCs. A three-weekend workshop with would-be 
entrepreneurs helps them develop an understanding of their 
own skills, motivation, and commitment. The emphasis is on 
development of a management team, building on individual 
strengths and compensating for individual weaknesses. INED 
also maintains an extensive library of product and process 
ideas from which the entrepreneur can select, or against 


which he can evaluate his own idea. Finally, assistance is 
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meovidaed ian developing a business plan, generally for an annual 
sales potential of over $1 million. 

The INED has received funding from OED to support its 
efforts in bringing CDCs together with qualified entrepreneurs. 
mewever, the general approach to entrepreneurial search and 
fdemcbiftilcation 1S of interest to this study rather than the 


specific INED approach or commitment. 


Community resource 


rationalization 

Under community resource rationalization,* the CDC 
puaaveys the resources and needs of the community and the poten— 
tial of the projected market area. A business venture is then 
established which rationalizes these resources into a viable 
community asset. CDC investment generally provides the 
itiedal equity. 


puetiett cance of the 
pppmeach selecved 


A combination of the two basic approaches to venture 
establishment is a third, obvious possibility. A fourth 
possibility is the acquisition of an existing business. 
bhemever, in the context of this study, acquisition is not 
considered an addition to economic development. It may 
prevent further deterioration and maintain a base for further 
development, but it does not necessarily provide a net gain 


to community product or job opportunities. 


Lucommunity resource rationalization" is a term origi- 
nated in this research to describe a particular CDC approach to 
venture establishment and community economic development. 
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The two basic approaches reflect substantive 
porlosophical differences as well as the procedural vari- 
ations noted above. The most important of these relates 
to the concept of community control. Early anti-poverty 
programs ran headlong into the desire of the community to 
control its own development. This desire was fueled by the 
lack of success of programs thrust on communities from 
outside, despite the wealth of good intentions with which 
taeyeawere accompanied. The reliance upon community resource 
rationalization will leave the community in control of its 
programs. The introduction of an entrepreneur who will 
generally want operational control is not consonant with 
“olore,e Community conmurol. It matters not that the entre- 
preneur contributes to the business in a substantive way 
through investment of talent and capital; it still represents 
feet ion of community control. 

If the performance of entrepreneurial ventures can 
be demonstrated as superior, then there are economic costs 
associated with strict adherence to the community control 
concept. This factor should then receive clear and explicit 
recognition in the decision-making process leading to 
Temeure establishment, not as "good" or "bad," but simply 
as an additional element which must be considered. Although 
Some empirical studies of CDCs have been accomplished, they 
do not include a comparison of ventures established under 


the two approaches. 
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CDCs Selected for the Study 

Two rural CDCs were selected for this study. The 
ferst, the Job Start Corporation (JSC), is located in South- 
eastern Kentucky and has utilized both basic approaches to 
venture establishment. Four JSC ventures, two utilizing each 
Bperoach, contribute to the basic data for the study. The 
second CDC, the Southwest Virginia Community Development Fund 
(SVCDF), is located in Roanoke, Virginia, and has utilized 
the community resource rationalization approach almost 
exclusively. Two SVCDF ventures contribute to the basic data 


ieeeuals study. 


Purpose of the Study and 
Ixpected Results 


The purpose of this study is to examine and compare 
aemocts of CDC ventures, each established wnder a different 
eomecpt. it 1s expected that differences in performance can 
be identified and attributed to the approach used in estab- 
Jishment. The results are expected to show that the ventures 
established through entrepreneurial search will demonstrate 
Peccereliance on government funding, senerally better 
profitability, and greater consonance with the OED 
Pa cy, of venture profit maximization. These ventures 
are also expected to show better promise of becoming inde- 
pendent, permanent community economic benefits, as desired 


by the legislation. 





IU, 


Emile oaived Cone ra bus von 
Although the stated OED policy requires a goal of 


venture profit maximization, social responsibility and 
institution—building are still important to the overall 
peoeram. However, the latter functions are the primary 
responsibility of the CDC itself and should be accomplished 
without jeopardizing the venture's future. It follows, 
then, that ventures should be established under conditions 
which will maximize performance. An empirical study of 

the two approaches has not been made to determine whether 
performance differences exist. 

The issue is particularly important at this time. 
Most of the entrepreneurial searches which have successfully 
Pemomecd the marriage of a qualiiied entrepreneur and a 
CDC in venture establishment have been conducted by the 
INED. A nonprofit organization, INED has developed a 
highly organized and structured approach to the identifica-— 
tion of entrepreneurial talent. 

It is not, however, the INED program which is of 
interest to this study but the general concept represented 
by the INED approach which systematically identifies 
qualified entrepreneurs and brings them together with the 
CDC in a joint venture. The OED has tentatively decided 
to reduce its support of INED in fiscal year 1976 and 
eliminate it completely in 1977, leaving it to the CDC to 


enlist the aid of INED if it is desired. 
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If the entrepreneurial ventures can be shown to 
sayoy better performance, then the decision mot to®support 
entrepreneurial search at the OED level is not consonant 
with the OED policy regarding venture profit goals. For 
this reason, the study is of immediate interest and could 
have substantial influence on the Special Impact Progran. 

As reported in the Abt Associates Special Impact 
Program Evaluation (reviewed in chapter III), manufacturing 
ventures account for 48 percent of those established by rural 
wes, and 40 to 100 percent of the CDC capital investment. 
For the Job Start Corporation, investment in manufacturing 
activities has accounted for 57 percent of all CDC expendi- 
ture and 92 percent of all venture investment. For the 
Southwest Virginia Community Development Fund, investment 
in manufacturing activities has accounted for 56 percent of 
all CDC expenditures and 89 percent of all venture investment. 
It 1s obvious that the efficiency and performance of 
manufacturing ventures 1s of paramount importance to the 
rural CDCs in this study. The Abt Associates Evaluation 
indicates that manufacturing venture performance and 


efficiency is of similar importance to most rural CDCs. 


Primacy Research Question 


Lice Celia eo Cenme he Gwe stom am seas Study i164: 


Are there differences in the economic performance of 
rural Community Development Corporation manufacturing 
ventures established through the entrepreneurial search 
approach and those established under the community 
PecOUreCe eraud Claim Zaulon approach? 
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subsidiary Research Questions 
The subsidiary research questions to be considered 


ate. 


1. Are there differences in the generation of private 
Source investment capital and debt financing? 


ee Are there differences in profit-income performance 
and elapsed time from inception or startup to 
break-even? 


%4. Are there differences in the cost to the government 
per job created? 


4, Are there differences in direct community economic 
benefits per dollar of government funding received? 


Scope 


This study examines the performance of newly established 
manufacturing ventures in rural areas by rural CDCs to the 
extent indicated in the research questions. Benefits derived 
from manufacturing ventures are more likely to be net additions 
femrae Local economy than are retail, service, or other 
activities. New manufacturing activities are specified because 
few presently exist in undeveloped rural areas which might 
Ceamiae Opportunities for acquisition. Additionally, this 
pumoyeorientation specifically recognizes the importance of 
new manufacturing activities to the rural CDC developmental 
strategy as indicated by the relative expenditure of rural CDC 
funds and efforts.* Six ventures are examined: two established 
through entrepreneurial search and four established through 


community resource rationalization. 


‘See pp. 11 and 52. 
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Theoretical Framework and Methodology 


Definition of Variables 


iaaependent Varlaokes 


The two basic approaches to business venture estab- 
lishment--entrepreneurial search and community resource 
rationalization--—are designated the independent variables. 
These are further defined as applying to rural areas under 
rural CDCs and to manufacturing ventures with labor intensive 
cheracteristics. kach of the areas selected for study has 
agegquaye access to the market, raw materials, and transpor-— 
Gabion, and there is a sufficient, though unskilled, 
labor pool. <A basic assumption is that the areas and 
ventures involved in the study are similar in geography, 
mijoree Epransportbabion, sector of activity (manufacturing), 
eal sylals seneral availability ShTSoverament Or (Obmeremumd! ne. 
Pifferences in performance are due to the ability of the 
firm to cope with management problems, which in turn are 


avckibucable to the approach used in establishment. 


Wewendeny variables 


Iineeindwealorseem., eCOnome Dervormance Congammed 
in the subsidiary questions are considered the dependent 


variables. 
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Research Model 
The research model is designed to provide direction 

and purpose to the research as it is performed. Three 
elements of the community economic development progran, 
outlined below, provide the research model framework. 
Legislation, policy, 
fee li cGeratvure 

| The background, history, institutional framework, 
and functions and purposes of the actors in the community 
development program are presented as found in its legislative 


history, administering agency policy statement, and community 


development literature. 


Means, resources, 
and methods 

The CDC is the prime agent through which capital, 
labor, and skills are rationalized within, or introduced 
from without, the community in venture establishment. In 
business venture establishment, CDCs have generally used two 
substantively different approaches: entrepreneurial search 
and community resource rationalization. This study examines 
the two approaches as used in the establishment of manu- 
mwoMrane business ventures, focusing on differences in 


peietormanc e . 


Goals and objectives 


While community development has a community 


infrastructure-building objective as well as the objective 
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| 
oe, economic base construction, only the latter is addressed 
as a goal in this study. The primary vehicle in such 
Eomspructilon 1S the manufacturing venture. The setting is 
iumea | 
The research model may be visualized as indicated 


moecieure 1. 


Venture Selection 

Both CDC sites selected for this study are in rural 
areas and have a preponderance of manufacturing ventures 
among their activities. Other activities Penne real estate 
development and community organizing. Ventures selected 
include four from the Job Start Corporation (JSC) and two 
from the Southwest Virginia Community Development Fund (SVCDF). 
Two of the JSC ventures were established relsmereyela Gide me one 
neurial search and two through community resource rationali- 
zation. Both SVCDF ventures were established through 
community resource rationalization. 
imme oreneurial 
search ventures 

The Outdoor Venture Corporation (OVC), a manufacturer 

of low-priced, medium-quality camping tents and accessories, 
was formed in 1972 through partnership between an entre- 
iieemeuwr and the JSC. The entrepreneurs were located through 
the efforts of a Knoxville, Tennessee, consulting firm and 


the INED. The OVC is located in Stearns, Kentucky. 





IS) 


Saat zoslaqg 
STBOD 









SINUS / 
SUT INOS nue 


early Teany 


eseg oTMmoUooT 





Tepoy! yoressey sul, “LT “sty 


a 
S 
K 
ie 
e 
a 
e 
0) 


spouts 


UOT 3eZ 
~TLGUOT Tey 

s07TNo0Ssay 
Aqtunuu9) 


yoresg 
Tetansusrd 
~9T4UT 


Suva 
sosounosey 











STLEAS 


IOQeyT 





Teqrdep 






UOT IN TOAT 
wetdotg 


Kot Tog 
UOTIETSTZ9aT 


9INVELIATYT 


MP a 





1 


Pheenix Products, incorporated, is a manuiacturer 
of fiberglass kayaks and is located in Tyner, Kentucky. 

It was formed in 1974 through partnership between an entre- 
preneur and the JSC. The principals were brought together 
through an INED workshop. 

Community resource 

rationalization ventures 

Lawson Furniture was started in 1971 by the Knox 
Comey CDC, which 1s aifiliated with the JSC. Products 
include both upholstered and non-upholstered furniture. 

It is located in Barbourville, Kentucky. 

Possom Trot Corporation (PTC) was founded in 1971 
as four separate divisions of the JSC. It was located in 
four different sites in southeastern Kentucky. Its major 
peoducts currently are stuffed toy animals. A metal 
division did exist briefly to make campers for mounting on 
truck bodies. Other products have included mini-barns. 

The Gainsboro Electrical Manufacturing Company 
(GEMCO) began operations in September 1970, under SVCDF. 
Located in Roanoke, Virginia, its primary product is 
electrical wiring harnesses. 

The Botetourt Cabinet Corporation (BCC) is a 
kitchen-cabinet manufacturer which began operations in 
emeemocr 1975, in rural Botetourt County, Virginia, under 


SVCDF. 
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Figure 2 shows the relative ages and-life spans of 
the six firms, together with their fiscal years, the 


Sponsoring CDC, and the approach used in their establishment. 


Data Collection 

Venture financial and other data were gathered in 
two separate on-site visits to each CDC-venture location. 
Interviews, financial statements, and activity files were 
all important information sources. Additional ee were 
obtained at the OED offices in Washington, D.C., including 
the Quarterly Monitoring Reports submitted by each CDC to 
OED. Interviews and correspondence files were also 
important data sources. Two visits to the INED, Belmont, 
Massachusetts, provided valuable insight into the procedures 


and problems of entrepreneurial search. 


Analysis 

The data were arranged to facilitate comparison of 
the activity and performance of the six ventures at comparable 
venture ages. This arrangement permitted an examination and 
Pompariscon of trends as they developed. The basic method 
of comparison was through the calculation of various ratios 
for each venture. This procecure resulted am an ordinal 
Molbwacion of differences. It does not attempt to quantify 


the differences through interval or ratio valuation. 





~ 


di . ; er secs 
HORwe ClocUuScroOmmon CONCeDE Glicnp=ticabion, see 


Paul D. Reynolds, A’ Primer in Theory Construction (Indianapo- 
ies; Bobbs—Merrill Co., 1971), pp. 57-65. 
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Mics procedure Om aLrece COmpari son oF ratios was 
selected because of the unavailability of adequate data from 
industries represented by the ventures. Available data are 
aggregated at such a level as to obscure meaningful relation- 
ships among individual firms of small size (assets or sales 
volume), or among firms representing secondary activity lines. 
Additionally, the ventures in this study are relatively young, 
and the available data make no provision for the relative 
ages of firms which contribute to the overall data aggregation. 
Efforts were made to obtain specific data from representative 
trade associations on the manufacturing lines represented by 
miemeix tirms. In each instance, the efforts were rebutfed 
and the data described as proprietary. None of the seven 
associations. contacted had data relating performance to the 


age of the firm. 


Limitations 

The small number of firms in the comparison and their 
short life spans represents a limitation. No attempt is made, 
however, to establish precise differences. The results 
indicate that substantial performance variation is generally 
present in the comparisons selected for study, so that some 
fepieeconcern regarding correct ordinal valuation is 
dissipated. Although extension of the generalization requires 
caution, the results do provide some insight into economic 


bertormance and trends. This should prove to be of value to 
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Special Impact Program administrators in the evaluation of 


venture establishment proposals by the CDCs. 


Organization of the Study 
The organization of this study follows closely the 


research model presented earlier. 

Chapter II defines community development and describes 
the community setting in which it occurs (rural or urban) 
eemconcrolling its thrust and direction. Community control 
is discussed, both pro and con, and is related as a concept 
to some of the difficulties and setbacks experienced by early 
anti-poverty programs. The CDC is discussed as a vehicle 
of change but one which suffers many problems resulting 
ifmeemmeontltcling political, economic, and social objectives. 
The relative problems of rural and urban settings are 
related to investment strategies. Finally, the OED policy 
regarding venture profit goals is discussed. 

Studies related to the present research are discussed 
immemaprer Dil. The greatest difficulty in assessing poverty 
program success or failure is the inability to define 
measurement criteria. Suggested criteria are discussed as 
well as criticism of those used. Two important studies of 
the Special Impact Program have been conducted. The first 
of these examined the 1968 endeavors, and the second 
extended over the three-year period ending in 1973. The 


latter study is the most notable effort that has been made 
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l 
to satisfy the congressionally mandated requirement for 
periodic evaluation. It was a massive effort, costing the 
government $1.87 million, and was poorly received. 

Chapters IV and V present case studies of the two 
CDCs selected for this study--the Job Start Corporation and 
the Southwest Virginia Community Development Fund--along with 
a brief description of the ventures included in the study. 
Venture establishment procedures and evolving attitudes 
toward venture selection, establishment, and profitability 
provide a specific philosophic, geographic, and demographic 
setting for the analysis which follows in chapter VI. The 
analysis compares the performance of the ventures selected. 

A summary, conclusions, and recommendations for 


further study are presented in chapter VII. 





CHAPTER IT 
A CONCEPTUAL EVOLUTION 


ibgeqievorsl overmal ova 

Community development conveys a number of different 
meanings. In the larger sense, 1t encompasses a whole range 
Siecdebavities such as political, social, and economic. 
Within a narrower definition, it may designate economic 
activity as the primary catalyst of community change, antici- 
Pam Ghat social and political activity and change will be 
Poomyanys OL economic activity: Community development has 
been described as a process, method, program, and movement. 
But, whatever the individual persuasion regarding the 
fom ion, the theoretical Constructs of community develop— 
ment require community control. However, the degree of 
wemenol found in successful developmental efforts varies 
widely. Some practitioners would add the requirement for 
local ownership of development efforts, such as business 
Wentures. The enabling legislation encourages "maximum feasible 
participation" of residents in developmental efforts. 

in this chapter the concepts of community development 
and community economic development are explored so that the 
philosophy of venture establishment through entrepreneurial 


search and community resource rationalization may be placed 


eo 
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in perspective. If the concept of total community control 
memoceccpLed and required, then the entrepreneurial search 
approach is not completely in consonance with the conventional 
wisdom of community development. Because of its importance 
to the present research, the concept of community control is 
examined and views for and against are presented. Community 
control seems also to be the hinge upon which initial 
development under the Economic Opportunity Act of 1964 swung, 
providing an explanation for the evolution from community 
efforts emphasizing political and social change to efforts 
emphasizing economic efforts. The Community Development 
Corporation (CDC) is examined as a primary tool of economic 
development under the amendments to the Economic Opportunity 
Act of 1964. Finally, the stated policy of the Office of 
Economic Development with regard to CDCs and CDC-established 
business mene ee 1s examined. 

The legislative history of the Economic Opportunity 
Act of 1964, as amended, is an integral part of the conceptual 
evolution. As such, it is not examined separately but will 
be introduced into the discussion as necessary. 

im vies eohaeuver, tie Teclis 2s Narrowed from the broad 
acneaane of community development and the concepts of 
ceumnmi by Control to the primary tool of such development, the 
CDC. In chapters IV and V, the discussion is narrowed 


further, with case studies of two CDCs presented together with 
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the specific approach to business venture establishment used 


ieee ach. 


Community Development 
Definition 

One of the greatest difficulties in defining community 
development stems from the fact that 1t involves relation- 
ships among individuals and groups of individuals. Both 
definition and implementation are further complicated by the 
fact that the sense of community or neighborhood is dis- 
appearing.* If the community is defined as a local society 
and the institutions with which the residents identify 
themselves, then the problem of attaining concerted and 
Geeperative action to develop a community is brought into 
perspective. ive seine On ecommund ty development is that 
Deosome MUSt acl collectively to improve the situation of 
the group and thereby the individual.” 

The interdependence of economic and social develop- 


Mem@mearequently results 1n conflict in process if not in 


ae W. and L. J. Biddle, The Community Development 
Process: The Rediscovery of Local Initiative Cen Mecca nko 
pioneers and Winston, 1965), p. Il. 

ow. J. Hayes, "The Problem of Community Intelli- 


eoee, Inbernavilonal Review of Community Development 10 
71962) : Ee 


Irwin T. Sanders, "The Concept of Community 
Pevelopment, 12n Community Development as a Process, ed. 
Lee J. Cary (Columbia, Mo.: University of Missouri Press, 
mey©), p. LO. . 
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goal. Industrial development is dependent, in part, on 
the formation of an administrative or bureaucratic organi- 
Zabion to link technology, production, and marketing. The 
ultimate results--jobs, income, and readily available 
consumer goods-~are acceptable goals. However, the process 
may be costly 1n a social sense. This is another factor 
which inhibits agreement on the definition and implementation 
of community development. 

Sanders has defined community development in four 
ways: as a process, as a method, as a program, and as a 


moaement.~ 


As a process. The emphasis is on a series of changes 
as measured against selected criteria, primarily social 
telations. <A supporting definition is provided by the 
United States International Cooperation Administration: 


A process of social action in which the people of a 
community organize themselves for planning and action; 
define their common and individual needs and problems; 
make group and individual plans with a maximum reli- 
ance upon community resources; and supplement these 
resources when necessary with services and materials 
from governmental and non-governmental agencies outside 
Ghe community. 


While this definition emphasizes changes in social rela- 


tionships, it appears that the measurement criteria could 


“Tbid., pp- 18-27. 


ai ee International Cooperation Administration, 
"Community Development Guidelines," Community Development 
Review 3 (December, 1956): 1. 
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bewexpanded Co include certain financial or economic impact 


criteria such as those indicated in chapter VI. 


As a method. A variation of the process definition 
which guides a process for a particular purpose determined 
as useful in the judgment of the administrator. Economic 
development through business establishment might be the 
method, while measurement of progress might be by economic 


criteria. 


As a program. Adding content or activities to the 
method moves closer to community development. This concept, 
as defined, however, focuses more squarely on specific areas 
such as health, welfare, industry, Omeoervewmipune.  VWisen 
community control factors of the process definition are super- 
1mposed on the program definition, the result appears to 
beovwide a fairly accurate description of the CDC. The CDC 
offers a program formulated, planned, and implemented under 
community control, guided by managerial, technical (staff 
or consultant), and financial assistance. These are then 
integrated with community resources into a community economic 


development progran. 


As a movement. For some practitioners, community 
development involvement carries with it an emotional commit- 
ment. Progress and success are viewed with reference to a 
set of values and goals which may not lend themselves to 


measurement by any but personal standards. 





28 


itipmnewcOourse =O Lhe Tescarch ior wars Shudy. suiic 
meiuer irequently heard the community development corporation 
referred to as the "CDC movement" by both government 
administrators and CDC staff members. Halley reported that 
the Bureau of the Budget described OEO's needs as "being 
for bright young men having a social rather than a physical 
science orientation."* Perhaps that appraisal of need is 
actually reflected in the attitudes of those involved in 
the federal community development program. 

Biller's definition of development provides a 
summary to this portion of the discussion. He defines 
development as that process by which the adaptation or 
problem solving capacity of any unit is increased. Develop- 
ment is process-oriented rather than content-oriented and 
is thus distinguished from the concepts of modernization. 
Modernization refers to the symbols, products, or modes of 
life associated with modernity. Development emphasizes 
what is being learned through the problem-solving process 
rather than the content, which includes the symbols of 
modernity .< 

A weakness in this definition is that progress toward 


development becomes difficult to measure and measurement 


Halley, "National Anti-Poverty Planning Process," 


p. AY. 


“Robert P. Biller, "Some Implications of Adaptation 
Capacity for Organizational and Political Development," in 
Toward a New Public Administration: The Minnowbrook Perspec-— 
ime, Cd. Frank Mariana (scranton: Chandler Publishing Co., 
1971), pr. 111-14. 
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criteria difficult to define. As will be shown later, agree- 
ment on measurement criteria for the Special Impact Program 
has not been attained. Proponents of the process definition 
tend to resist measurement through what Biller describes as 
products or symbols of modernity but offer few measurement 
alternatives. In short, the process definition appears to 
be too limited in scope to be useful in a practical sense. 
The definition of development as applied to the community 
should be extended to encompass those symbols of modernity 

as indicators of the ability to learn through problem-solving 
techniques. The strategy or methods are also of practical 
importance. Community development includes process, content, 


and method. 


The Community Setting 

Community development is a method of facilitating 
change. Change, however, iS a phenomenon which is occurring 
at all times in all places. Technology, industrial growth, 
communication, and the resulting rising expectations are 
symbolic of change. It is the varying rate of change and 
the uneven distribution of change and its effects, both 
"Sood" and "bad," which result in perpetuation or widening 
eiedevelopmental differences. Community development is 
designed to narrow these differences and to take advantage 
of those resultants perceived as "good" and to mitigate the 


effects of those resultants perceived as "bad." The relative 
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community development, described by Warren as "more-developed" 
or "less-developed, "7 determines the specific developmental 


emphasis and strategy desired. 


More-developed. <A large American city and its 
metropolitan area provide an example of the more-developed 
setting. Well-developed institutional structures are found 
mernoustry, labor, health, education, product distribution 
systems, and government. These structures are the result of 
change and bring with them a host of problems which are 
perceived as "bad." Examples of these are deteriorating 
inner cities accompanied by flight to the suburbs and an 
eroding tax base, deteriorating-public services, lack of 
housing, crime, underemployment, and unemployment. Community 
development in this instance is designed to mitigate the 
Simoes Ol Change and fo improve 1¢s distribution. Resident 
control of community development is particularly important 
in more~developed areas in order to cope with lack of 
ownership of community resources; for example, housing, 
jand, and businesses. As will be shown later in this chapter, 


however, community control can introduce problems as well. 


Less—developed. The Appalachian region of South- 


eastern Kentucky and the rural areas surrounding Roanoke, 


ay) i. Warren, “The Context of Community Develop- 
feae, in Community Development as a Process, ed. Lee J. 
Cary (Columbia, Mo.: University of Missouri Press, 1970), 
pie 2/~-+5. 





Gal 


Virginia, are typical of less-developed areas of eles Clank nie! 
States. Community development in these areas is [enesnbghiea dL 
Sesremed to bring change to, or increase the rate of change 
in, the area. The problem of coping with existing structural 
institutions and accompanying effects is present but to a 
lesser degree. Primary emphasis is on the development of 

an industry base to provide employment and income in an area 
where few industry-related resources exist. 

In both the more- and less-developed areas, private 
businesses are reluctant to invest or locate. This is a 
void which the federal government has filled only partially 
through financing the Community Development Corporation. 

Blaustein provides a summary for the Sonceate of 
community and community economic development while intro- 
ducing the concept of community control. He characterizes 
community economic development as including jobs, income, 
and community ownership while promoting participation of 
the poor (in groups and as individuals) in every aspect of 
the capital-generating power of the economy. Among the 
specific goals are jobs and job improvement, career develop- 
DeMueeiucreased responsibility and numbers of managers from 
the poor, and provision of capital and technical assistance 
to community owned businesses, together with leverage 
opportunities. Blaustein characterizes the government as 


the prime mover in creating a favorable economic base for 


a 


all residents. The ultimate key is political power, but 
ime Must be preceded by the development of economic 
power. ~ 

Bergsman seconds the need for involvement of the 
poor in decision and control. Jobs are important but by 
meemselves are not enough. Control of institutions which 
have large stakes in relevant decisions will force the 
influence of these institutions to be arrayed with the 
enunity and its interests. 

Community Control 

Community control implies the power to govern 
existing resources and the rationalization of these 
resources in the community development effort. It includes 
control of the planning, implementation, and administration 
of such an effort. Necessary resources may be found either 
Wivhin or outside the community, but would be controlled by 
Miemconmunity in the satisfaction of needs perceived by the 
community. 

Community control is a concept that is important 
to community development and community economic development. 


Memes SECLLON Community control is discussed first from 


"arthur i. Blaustein, "What Is Community Economic 


meegment?" Urban Affairs Quarterly 6 (September, 1970): 
7-6 


“Joel Bergsman, "Alternatives to the Non-Gilded 
Ghetto: Notes on Different Goals and pecstegios," A olon nme] 


Boicy 19 (Spring, 1971): 315. 
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the standpoint of its advocates and then from the standpoint 
meecnose who are critical of such control and consider it 
pivotal in the evolution toward an economic emphasis in 
community development. The CDC is the most direct example 
of tools utilized in the federally financed Community Economic 
Mevelopment program. it should be recognized that the degree 
omecommunity control represents a central philosophical 
difference between the establishment of ventures through 
community resource rationalization or through entrepreneurial 
search. | 

Goodenough raises the basic question of how an 
objective can be accomplished without respecting community 
wants. If the objective is simply to create new conditions 
to which people must adjust, then community control is 
unnecessary. If the way the community chooses to react 
1s important, or if community residents are to undertake 
Gimemchance, then what the community wants and how the plan 
fits those wants can mean the difference between success 
and failure. Where the emphasis is on what planners want, 
the wants of the community will limit what can be achieved. 
ween sély, where emphasis is on the wants of the people, 
then the wants of the planners may limit achievement. 

Faux states that community control is an essential 
ingredient to effective economic development in poverty 


Si. H. Goodenough, Cooperation in Change (New York: 
Pissclil Sage Poundation, 1904), pp. 45-47. 
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areas. Experience with urban renewal and anti-poverty programs 
such as manpower training and Model Cities has shown that 
program control determines the incidence of program benefits. 
if poor residents are to receive the benefits of poverty 

area economic stimulation, then poor residents must be in 
control. Faux specifically attributes the problems of the 
central cities to an imbalance of political and economic 

power rather than to immutable economic forces. 

Rosenbloom lists control by residents as one of the 
eriteria for the successful marriage of government and 
business in the community economic development effort. ? 

temevecencludes trom bobh tac cival vichts and povercy 
experience that instruments of action must be controlled by 
the neighborhood alone. Neighborhood political power rests 
on economic power deriving from control of existing and 
newly created economic institutions. Improvement of social, 
political, and economic status depends on neighborhood action. * 

Geoffrey Faux, “Politics and Bureaucracy in Community 
Controlled Economic Development," Law and Contemporary Prob- 
lems 426 (Spring 1971): 277-78. 

“Geoffrey Faux, "Background Paper," in CDC's New 
mepemtor the Inner City, Report of the Twentieth Century 
Fund's Task Force on Community Development Corporations 
(New York, 1971), p. 23. 

PR, S. Rosenbloom, "Business Technology and the Urban 
Ceesis," in Social Innovation in the City, ed. R. S. Rosen- 
bloom and Robin Marris (Cambridge, Mass.: Harvard University 
Press, 1969), pp. 58-60. 


4 stewart E. Perry, "National Policy and the Community 


Development Corporation," Law and Contemporary Problems 46 
(Spring, SA) Zoe 
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Ackerson and Sharf observe that ultimate control 
Of a community development corporation by the community 
increases the probability of community identification with 
the corporation and subsequent support and participation 
fae its activities. 

In a slightly different reference to community 
Control, Vietorisz and Harrison suggest that CDC performance, 
for refunding purposes, be judged on self-defined success 
G@eroeria rather than on criteria of a government funding 
agency or financial investor.* This would presumably 
preclude the imposition of some criteria by the bureaucracy, 
a procedure which could result in a form of outside 
VomEro] . 

Hetherington's comments are representative of the 
opposite position. He sees the call for community ownership 
and control as a reaction to an economic system which has 
allowed poverty pockets to develop. The system which has 
allowed decay cannot be expected to correct the situation. 
His view is that there is nothing in the current performance 
of community controlled development that indicates that this 
is the way to promote economic growth and reverse the process 
of decay. The critical ingredient of the war on poverty is 

Nels J. Ackerson and Lawrence H. Sharf, "Community 
Development Corporations: Operations and Financing," Harvard 
Law Review 8% (May, 1970): 1578. i. 


“Tomas Vietorisz and Bennett Harrison, "Ghetto 
Hevelopment, Community Corporations and Public Policy," 


meview Of Black Political Economy 2 (Fall, 1971): 37. 
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money and strict adherence to the concept of. community control 
and ownership discourages investment from outside, precluding 
the rationalization of all resources necessary to economic 
growth. ~ This is in direct support of the entrepreneurial 
search approach to business venture establishment and questions 
complete reliance on community resource rationalization. 

The legislative history indicates that even the 
Congress has retreated from full support of the concept of 
community control. The original Economic Opportunity Act of 
1964 (EOA) tends to support community control as the intent 
of Congress. However, subsequent amendments to the ELOA, 
when considered in the light of early experience with anti- 
poverty programs, indicate that community control was not 
altogether successful or, perhaps, totally desirable. 

In his 1964 message on poverty to Congress, President 
Johnson described the EOA as providing every American com- 
munity the opportunity to develop a comprehensive plan to 
fight its own poverty and supplying help in implementing the 
community plan. The plans were not to be imposed by 
Washington but would be prepared by each community in the 


@ 


light of its own problems and needs.© Title II of the EOA, 


“5. A. C. Hetherington, "Community Participation: 


A Critical View," Law and Contemporary Problems 36 (Winter, 
yl): 33-34. 


<U. Be Congress, Senate, Committee on Labor and Public 
Bemtore, The War on Poverty: The Economic Opportunity Act of 
w7e64+, A compilation of materials relevant to 5. co4e2 prepared 
for the Select Subcommittee on Poverty, 88th Cong., ed sess., 
ely 25, 1964, pp. 2-35. | 
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Urban and Rural Community Action Programs, provided that 
puem activities were to “be developed, conducted and 
administered with the maximum feasible participation of 
residents of the areas and members of the groups [assistea]."1 
This provision has survived the several amendments to the 
ICT . 
The Special Impact Program Amendments to the EOA 
(Title I-D, 1966, superseded by Title VII, 1972) contain 
esta Tete provisions. Title VII specifies that residents are to 
develop programs for economic and social participation in 
community life through self-help and mobilization of community 
resources. A Community Development Corporation, funded under 
Watvle VII, must have at least half of its board of directors 
drawn from among area residents.< 
Kotler views the concept of local control and community 
action, as indicated in the EOA, as leading to the organiza- 
tion of the poor as a political force. While most political 
forces have a special interest which provides cohesion and 
motivation, the community organization of poor residents had 
a "sovereign base" quite unlike that of special interest 
groups. The base was territorially organized citizen interest 


and the pressures which materialized were quite different 


meom cvoose normally exerted by special interest groups. 


lee onomic ortunity Act of 1964, As Amended, U.S. 
Mece, vol. 42, sec. 2781 (1972). ; 


“Thid., sec. 2981. 
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Moreover, the newly formed organizations were quite willing 
to use their influence to challenge the authority and power 
of established municipal government forms. The federal 
Sevcrnment was seen by heads of local governments as 
indirectly sponsoring this challenge. 

In response to mayoral complaints, the Green Amend- 
ment to the EOA was passed in 1967, allowing mayors to gain 
etter ol over anti-poverty efforts within their cities. 

This action resulted in withdrawal of funds to some local 
organizations which challenged local government, and 
permitted the emphasis to shift away from political activity 
to community economic development. 

According to Kotler, the new policy was designed to 
encourage the poor to join the existing system while removing 
eimeport for the conirontation of established municipal 
power. Assistance would be provided to those who wanted 
to establish small businesses to employ the disadvantaged. 
While the complete demise of political activity could not 
be expected, the emphasis on business venture and the creation 
of an economic base would result in political activity more 
consonant with conventional rules of special interest 
Poiiitiics. © The Special Impact Program and the Community 

IThid., secs. 2790, 2791, 2795, 2796 (1967), Green 
Amendment. 


“Milton Kotler, “The Politics of Community Economic 


Development," Law and Contemporary Problems 36 (Winter, 1971): 
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Development Corporation were viewed as having resulted from 
fmeset1on Fo the political activity of community organizations 
and served as the vehicle for community economic development. 

. Moynihan describes the period of local organization-— 
political establishment confrontation somewhat more directly. 
Neither of the simultaneous but disparate goals of program 
coordination and political activism were achieved, and in 
the process of attempting achievement, "all hell broke loose 
all over the place."* Not only did the organization- 
establishment confrontation result in domination by the 
established political power base, but also internal struggles 
among would-be organization leaders diminished any possible 
organizational effectiveness. Moynihan observes that the 
effective exercise of power is learned through apprentice- 
ship and training. The results of thrusting power on an 
Paetvyidual or group are painful to observe. For example, 
elections for Community Action Program board members from 
among area residents drew miniscule turnouts. Frequent 
quarrels among board members reflected a basic lack of 
understanding of the difference between policy and adminis- 
tration, between substance and procedure. Therefore, progress 
was slow and difficult. Militancy was substituted for reason. 
The results of such maximum feasible participation were not 


encouraging.* 


IDaniel P. Moynihan, Maximum Feasible Misunderstanding 
(New York: Free Press, 1969), p. 140. 


“Ibid., pp. 137-39. 
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Perry provides a somewhat different perspective on 
the genesis of the CDC and the shift in emphasis to community 
economic development. The initial programs in the EOA were 
largely service programs: Job Corps, work-training and work- 
study programs, VISTA, and Head Start. The Community Action 
Program, which provided for the funding of community organi- 
Melons, Was designed to mobilize the resources of the 
community for the development of these service programs. 

The poor and other residents were to serve on boards which 
would direct the programs and apply pressures as deemed 
necessary to obtain a larger, more equitable division of 
available services. Perry indicates, however, that poverty 
aS not so much a problem of individuals as it is of areas. 
The Special Impact Program Amendments to the EOA seem to 
Support this position by recognizing the need to break the 
eycle of poverty in deteriorating areas. The problem of 
poverty 1s so complex that solutions have to contain a 
coordinated development program including, but not limited 
bemmcervices provided for the individual. A substantial 
emphasis is required on the building of businesses with 
resulting jobs and income for residents. Financing such 
development in all poverty areas would require funding far 
in excess of that considered politically feasible. This 
factor, coupled with the idea of "special impact," implied 
a limitation on the number of areas that could be funded 


in order that "appreciable impact in arresting tendencies 





41 


toward dependency, chronic unemployment and community 
deterioration"* could be achieved in the areas selected. 
The Special Impact Program is a multifaceted program 
including housing, business, and other development projects. 
But the emphasis 1s on economic development and on the jobs 
and income created thereby.< 

Whether the CDC and economic-based community develop- 
ment emerged in direct response to the inadequacies of the 
services approach to the problems of the poor or to political 
activism on the part of community organizations is signifi- 
cant to this study in an historical sense only. What is 
important is that the principle of community control and 
institution building remain important aspects of CDC 
philosophy. However, the emphasis is on economic improvement, 
and CDC activities go well beyond the provision of services 
as contained in the early legislation. The CDC is a primary 
tool of community economic development. The following section 
will provide background, objectives, and problems of the 


CDCs and their operations. 


The Community Development Corporation 


Background 
The CDC was formally recognized in a 1966 amendment to 


EOA offered by New York Senators Robert F. Kennedy and Jacob 


‘U.S. Code, vol. 42, sec. 2982 (1972). 


“stewart fie Perry. "Federal Siipportmmoer CHC ™S: Some 
of the History and Issues of Community Control," Review of 


Black Political Economy 3 (Spring, 1974): 18-20. 
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weavius. It was based on a model developed through the 
Emiorts of Senator Kennedy to improve the conditions in the 
Bedford-Stuyvesant ghetto area of New York City. Business, 
financial, and community leaders were brought together to 
funnel financial, managerial, and technical resources into 
mroearea. The amendment became known as Title I-D to the 
EOA and established the Special Impact Program (SIP). Its 
purpose was stated as follows: 
. . - establishment of special programs which (1) are 
weaicaved Go the Solutions of critical problems exist— 
ing in particular communities or neighborhoods (defined 
tiumeut reeard to political or other subdivisions or 
Meindartes) within those urban areas having especially 
large concentrations of low-income persons, and within 
those rural areas having substantial out-migration to 
urban areas; and (2) are of sufficient size and scope 
feomenave an appreciaole impact on Such communivjies and 
neighborhoods in arresting tendencies toward dependency, 
chronic unemployment and rising community tensions. 

In its first year, the SIP was administered by the 
Department of Labor, which used $18 million of a $25 million 
total expenditure for an employment training program. JIn 
1967, Congress indicated its dissatisfaction with the manpower 
training approach by rewriting Title I-D to emphasize its 
community economic development intent. 

A detailed design of the program beyond the general 
mandate of community economic development was not specified 


by Congress. In fiscal year 1968, three federal agencies 


provided program models for implementation of the SIP: 


1U.8. Code, vol. 42, sec. 2763 (1966). 
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1. The Department of Labor proposed grants to outside 
ZASeecles Bao ec mpanctonsand relocar lon. 

2. The Economic Development Administration model involved 
the business community much as the Bedford-Stuyvesant 
effort had, but ignored community involvement and 
Comune 1. 

4. The OEO model reflected the present orientation of 
community involvement and control of local efforts 
in coordination with business and other community 
programs. 

In fiscal year 1969, administrative responsibility 
and control of the SIP was transferred completely to OEO, 
and its model, described above, became the operational model 
meme community economic development. Subsequent amendments 
me coe HOA in 1972 and 1975 reinforced the role of the CDC 
4S a primary tool of the program. In 197/72, Title I-D was 
replaced by a new Title VII, Community Economic Development .* 
Title VII was amended again in 1975. There are three 
@eerational parts in the current Title VII, with the 
following general provisions: 

ime Part A (Special Impact Programs). Part A focuses 
more sharply on urban and rural-based corporations, 
emphasizing the role of federally supplied equity 
Capital and encourages the cooperation of other 


federal agencies in assisting CDCs. 2 


ee Part B (Rural Programs). Part B provides grants 
to low-income farm families and rural cooperatives. 


INational Center for Urban Ethnic Affairs, “Community 
Development Corporations: A Review of Their Experiences" 
(Draft) (Washington, D.C., 19743), pp. 82-86. (Mimeographed. ) 


“U.S. Code, vol. 42, secs. 2981-85 (1972). 
>Thid., sec. 2982 (1975). | 


“Thid. , Seen clear 
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Beeetarcee (Irainine and Technical Assistance). Fart C 
makes available technical assistance and long-term 
loans to CDCs and cooperatives directly or in 
cooperation with banks or other organizations.1 
The CDC is defined by Part A as a non-profit, locally 

initiated organization. The area it serves may or may not 
follow established political or other subdivisions, and may be 
rural or urban, but will have concentrations of low-income 
persons. The program in each area will be of sufficient size 
to' have an appreciable impact in arresting tendencies toward 
dependency, chronic unemployment, and community deterioration 
and will show promise of survival upon termination of federal 
assistance. Finally, the CDC will be assisted in starting 
businesses to provide employment and Bynereten for area 
residents through local planning and implementation. However, 
the government (OEO) retains the authority to approve ventures 
established with government funds. The ultimate goal is the 


establishment of permanent economic and social benefits in 


the maa. * 


Goals and Objectives 
Individuals who come together to form an organization 
eee the product of their own background, experience, and 
perception. Perhaps the most vexing problem faced by such 


a group of individuals is the setting of goals and objectives 


Itpid., sec. 2984. 


“Ipid., secs. 2981, 208la, 2982a. 
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for the organization. Such is certainly the case when indi- 
viduals face the problem of forming a CDC for the purpose 
of fostering community economic development. Complicating 
the situation further is the fact that the CDC represents a 
multifaceted approach to the problems of the community. 
PWeasreement over priorities is inevitable. 

Goals sought by CDCs have been generally categorized 
as follows: 


1. Local community control over the means and instru- 
ments of development 


e. Comprehensive economic development, which can also 
Prov demmer Hon 4 


Be Social goals, by tempering economic considerations 
with social considerations. 


Central to each of these goals are economic consider- 
ations. Acceptance of that point leads to an examination 
mieeecach goal relative to economic considerations and the 
question of compatibility with social and political goals. 

Pollprcal Coals center around community coneurol of 
economic resources and social services, coupled with broad- 
based community involvement in the decision process. As 
Mrmocen demonstrated, however, community control can result 
in challenge to established governmental forms even before 
an economic base has been established. Additionally, one 


of the stated objectives of the SIP is to establish 


INational Center for Urban Ethnic Affairs, 
weommunity Development Corporations," p. 15. 
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permanent economic and social benefits in the area which 
show promise of survival upon termination of federal funding. 
This implies the need to attract outside sources of funding 
in addition to federal assistance. Few poverty areas would 
be able to "go it alone" without either, or both, federal 
and private sources of funding and capital. It 1s quite 
common for outside investors to place restrictions on the 
use of funds, managerial qualifications, and types of 
investments made. Acceptance of such restrictions dilutes 
community control; rejection limits available resources.* 

itvappeass, FiCwMeodan une Cxbreme of absolute 
community control may be an unnecessary limiting factor 
and incompatible with maximum community development, an 
peem@omic foal. The experience of one CDC which accepted 
a protected minority position at the expense of some control 
Zee De outlined in chapter IV. 

The conflict between economic and social goals may 
mempacmonstrated 1n a similar manner. If social services 
are to be provided by the CDC, profits generated by estab- 
ieee business ventures provide one source of financing. 
Mmepirotits are not generated, termination of federal funding 
to the CDC may signal the end of the CDC and funds available 
for social goal achievement. Sturdivant views the primary 


objective of CDCs as the establishment of self-sufficient, 


~ 


lirederick D. Sturdivant, "Community Development 
Corporations: The Problem of Mixed Objectives," Law and 


Contemporary Problems 36 (Winter, 1971): 44-47. 
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Viable enterprises capable of attracting needed financial 
technical and managerial resources. Broader social goals 
must be considered longer range in nature.~ Faux observes 
Gay most CDC leaders view self-sufficiency as the generation 
of sufficient income to make the CDC independent of political 
strings attached to gifts and grants. Faux goes on to say 
that realization of economic and social goals rests on the 
ability of the CDCs to survive as a business or to produce 
businesses that survive.* 

Perry states that the central and immediate goal 
of community economic development is to create power and 
influence by providing economic muscle for a representative 
organization (the CDC) and thereby the community residents.° 
This would seem to indicate that economic achievement is 
Seeural to, and must accompany if not precede, social 
achievement. 

It 1S quite apparent that the selection of goals 
by a CDC and its community is not an easy task, that conflict 
1s inevitable. It also seems apparent that compromise is 
m-ecocaory if any or all goals are to be achieved, and that 
concentration on any single sub-set of goals may preclude 


achievement of another sub-set. The resolution of such 


Itpid., pp. 47-50. 


S) 
Plame Backenmoumd Paper, pp. 55, 55. 
Perry, ie@detomesslipport tor the CDC's, p. 21. 
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GContlicts and the achievement of a proper mix is a major 
problem faced by the CDC. 

Figure 4 illustrates the problem of competition and 
fomrlict which accompanies the goal-setting process faced by 


the community and its development process. 


CDC Investment Strategies 

EFarlier in this chapter, the terms "more-developed" 
and "less-developed" were introduced to describe the relative 
community development existing in urban and rural areas 
respectively. The urban setting was described as requiring 
a program to mitigate the "bad" effects of change and to gain 
Peectver distribution of "good" effects resulting therefrom. 
Similarly, the rural setting was described aS requiring a 
program to take advantage of the "good" effects of change or 
to bring "good" to an area which change has passed by. This 
section provides a brief outline of federal funding levels 
provided to rural and urban CDCs and outlines the respective 
investment strategies used to achieve development goals in 
Seem sctting. Rural needs and strategies are treated in 
somewhat greater depth because both CDCs which are examined 


in this study serve rural impact areas. 


Federal funding 


Federal funding levels are shown in table Il. 
The largest amount granted to a single CDC went to 


the Bedford-Stuyvesant Restoration Corporation, Brooklyn, 
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New York. If this amount, $33,584,000, is subtracted from 
the total funding, the remainder, $141,852,000, has been 
distributed 56 percent to urban CDCs and 44 percent to 


rural. 


TABLE 1 


SUMMARY OF OLO FUNDING TO ALL CDCs UNDER TITLE VII 
OF THR ECONOMIC OPPORTUNITY ACT OF 1964, 
AS AMENDED, FISCAL YEARS 1968-1974 


ee Oume oti. Sooo, ool 14, 702 \2i, 20017 960 407,727 
Seen oe hO.O57;) 97,470) 9,005 1197675 115.990 || 97,672 


perrCh;: Office of Economic Opportunity, July, 1974. 
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Elements of urban 


Meee and strategy 


The typical urban impact area experiences social and 
economic pressures which produce a steady deterioration of 
the environment. Development efforts must actively counter 
Meese forces and byproducts of change. According to the 
Abt Associates (AAI) evaluation of the Special Impact Progran, 
urban residents perceive their short-term needs as primarily 
housing and better paying jobs to replace low paying jobs 


which have no future. 


1 


Abt Associates, Inc.. An Evaluation of the Special 
iijeact Program: Final Report, 4 vols (Cambridge, Mass., 
December, 19743), 2: 186. 
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Business investments are diversified, with the 
heaviest emphasis in retail, service, and construction 
mmeperty development. The latter investments do not produce 
jobs but provide opportunities to leverage available 
funds accompanied by the possibility of better housing. 
Manufacturing has received less emphasis than other types of 
ventures and substantially less emphasis than in rural areas. 
Efforts to keep resident spending in the area and localize 
tae economic multiplier effect are evident in the development 
Gf retail and service businesses. The urban CDC must con- 
stantly contend with the negative forces present in the 
community.+ 

Table 2 presents the sector distribution of ventures 


established by sixteen rural and sixteen urban CDCs. 


TABLE 2 


DISTRIBUTION OF CDC VENTURES BY SECTOR 


sector 


Whole—- Agri- Constr. 
es Weert Ber sale Cult..Frop-vev-. mow t 


Urban ee 417 54 é O 50 7 


Rural pal 6 ay, O C9 O4 KOS. 
Wenwrsyal DO po SS, 4 2S, 74 282 


SOURCE: Abt. Associates, Inc., An Evaluation of the 
Special Impact Program: Final Report, 4 vols (Cambridge, 
Wess., December, 1973), 4: 124. 


ltpia., pp. 187-89. 





52 


Elements of rural 


need and strategy 


Rural impact areas served by CDCs generally have few 
resources that are needed to support industrialization. As 
a consequence, most are agricultural and not very prosperous. 
The work force has few appropriate skills. New businesses 
generally must rely on the development of "foreign" markets 
momwitch to sell their products. However, as a rule, raw 
materials instead of finished products are exported. Rural 
underdeveloped area residents perceive their highest priority 
need as jobs, which generally do not exist in the area. 
Housing is also accorded a high priority. 

The emphasis which rural CDCs place on manufacturing 
type activities is apparent in table 2 (page 51). Establish- 
ment of manufacturing activity does result in a net sain in 
jobs and income to the community, if not to the national 
product, because of the export nature of the markets served. 
It also reflects the need to serve those "foreign" markets 
instead of trying to establish local markets in areas with 
Wimited personal resources. The AAT study shows that thirteen 
meek CUCS placed from 40 to 100 percent of their investment 
funds into manufacturing: activities. Twelve invested more than 
60 percent and seven more than 80 percent. The fact that such 


a large proportion of CDC capital is invested in manufacturing 





ltpbid., pp. 182-85. 


“apt Associates, An Evaluation: Final Report, 4:6. 
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activities places a heavy emphasis on developing a well- 
rounded business capability on the CDC staff. Expertise in 
feasibility studies, marketing and market development, cost- 
control, and analysis, as well as other areas is required. 
Similar capabilities must be established within the venture, 
if it is to become independent of the CDC staff, to allow the 
CDC staff to apply itself to other CDC venture development 
Bomlvyities. 

Another problem in manufacturing venture establish- 
ment is the relatively large capital investment required. 
Although most rural manufacturing ventures are labor intensive, 
substantial capital investment 1s required. Frequently, the 
ability to carry inventory due to the seasonal aspects of 
imeemarket requires substantial lines of credit or other 
debt. Toys, tents, and kayaks manufactured by Job Start 
Corporation ventures in Southeastern Kentucky provide 
examples of this situation (see chapter IV). The ability to 
attract outside investment and financing is important to the 
survival and growth of manufacturing ventures, but CDCs in 
mre. areas have experienced relatively more difficulty in 
obtaining such financing from local lending institutions 


il 


than have urban CDCs. The ability and experience of the 


CDC staff and venture management are crucial in arranging 


outside funding. 


~ 


I Rrady J. Deaton, "CDC's: A Development Alternative 
for Rural America," Growth and Change 6 (January, 1975): 32. 
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Cre eCemo uC OnOmlLe se velopmeau Polly 
on the Special Impact Program °* 


The Office of Economic Development (OED) is charged 
feel the administration of the Special Impact Program (SIP). 
ieees a part of the Office of Economic Opportunity, which 
was established by the EOA. The OED has developed a policy 
statement for the SIP in conjunction with the representatives 
of the CDCs, the National Congress for Economic Development 
and the Center for Community Economic Development.* Lhe 
Coordinated development of the policy statement is evidence 
of OEFD's desire to foster maximum CDC participation in the 
policy-making process. 

Thas section examines the policy statement, summarizing 
pertinent portions as they arise in the discussion. The 


entire statement 1s presented in appendix A. 


Program priorities 
Bueace ls olen ttpccu. — lac legislative objective of 


the SIP is to achieve appreciable impact in arresting 
tendencies toward dependency, chronic unemployment, and 
community deterioration. The policy statement realistically 
femimes appreciable impact as occurring not when poverty is 
eliminated, but rather when the current downward economic, 


social, and institutional trends have been reversed. 


lorrice of Economic Development, Letter from Associ- 
ate Director, OED, to Executive Director, National Congress 
for Community Economic Development, October 22, 1974. 
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Suggested factors which will indicate appreciable impact 
are listed as net inflow vice outflow of jobs and income, 
eeoraction of private capital to the area through estab- 
mecament of profitable ventures and property development, 
reduction in unemployment and an increase in skilled 
managerial-production workers in the area.~ 

The next chapter examines suggested measurement 
criteria, such as those indicated above, and also discusses 
ae disagreements surrounding the use and meaning of such 


emberia. 


Self-sufficiency. Another legislative goal of the 
SIP is the creation of permanent social and economic benefits 
Woich will survive the termination of federal funding. The 
considerations regarding self-sufficiency are different for 
the CDC than for the CDC-established business venture. 

The CDC business venture is expected to attain self- 
Peeeeei ency over the short term in order to provide for its 
own financing and growth. In this regard, the short-term 
Boel of the venture is expected to be profit maximization. 
iaomr, Optimization may allow for contribution to CDC social 
goals but must remain a long-term goal. This is obviously 
in response to the legislative intent to provide permanent 

lUnless otherwise noted, the remainder of this section 
1s based on U.S., Office of Economic Development, "Policy 
Statement on Special Impact Program" (Washington, Dee, Ses 
and interviews with Louis Ramirez, Associate Director, OED, 


and Barbara Cleveland, Program Analyst, OED, in Washington, 
Mees, March 27, 1975. 
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enetits in the event of funding termination. If still 
dependent on the CDC at that point, the venture would most 
likely fail. 

Data presented in chapter VI clearly indicate that 
some ventures examined for this study have not reached the 
break-even point after two to four years of operation. 

The undesirability of continuing the operation of an 
unprofitable venture was emphasized by the Associate Director 
of OED. The CDC is encouraged to make the decision to 
terminate such a venture or to consciously make the decision 
to operate it on a subsidized basis for other than business 
reasons. <A decision to continue could be justified if the 
cost of continuing is less than the amount of transfer 
payments which would be required to provide for basic income 
needs of the workers. Continuation of such a situation, 
however, can bleed off CDC assets and lead to the develop- 
ment OL the attitude that efficiency is not required 

because of the government subsidy. Attraction of long-term 
financing to supplant government financing would be difficult 
with a record of negative earnings. In the event of govern-— 
ment termination of CDC funding, the venture would fail 
anyway, and few permanent benefits would remain. 

CDC self-sufficiency is a somewhat different matter. 
The policy statement indicates that even self-sufficient 


femeeres Cannot be expected to generate profits great enough 
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momcover CDC costs in the short term. The goal of CDC self- 
sufficiency may not even be an appropriate long-range goal. 
Faux agrees, indicating a decline in the number of CDC 
leaders who regard self-sufficiency "as a realistic goal for 
imeem rtoreseeable future."+ The policy statement is vague on 
how such self-sufficiency would be attained, and the Associ- 
meewlirector concludes that the avenues to achievement of 
such a goal are probably outside the capability of present 


Peeetunding levels. 


Piplovwmecntemunc ercaves, Need perceived by rural 
area residents has been reported earlier as jobs. MThis has 
meomcro emphasis on job-creating manufacturing ventures, at 
Pee-eeali rural areas. However, the policy statement indicates 
that short-term job creation normally should not be pursued 
SememmonjeclCive at the expense of venture profits. This is 
quite in consonance with decisions to close unprofitable 
Peewee facilities in Southeastern Kentucky, as reported in 


@meapver IV. 


fistitutiton—bualding. Thais is characterized as the 
COp priority effort of the SIP. Creation of new organiza- 
tions (e.¢., community organizations, CDCs, ventures) and 
changing the behavior and attitudes of existing organizations 


(e.g., government, banks, and investors) are the primary 


bed 





Ihaux, Beacwermound Paper," p. 54. 
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objectives. The concept is to create new resources and make 
them available to the community economic development effort. 
Although challenges to established power centers are 
miomered, the basic strategy seems to be to work within the 
economic and political structure, gaining a share while 
adding to the structure rather than demanding a share of what 
exists. This contrasts with the direction taken by some 
community development efforts outlined earlier in this 


@aeapcer. 


Human development. Through the establishment of 
ventures and provision of jobs and job opportunities, job 
skills in both production and management areas will be 
developed. The primary beneficiaries are the low-income 


residents of the impact area. 


Meoer factors 
Prior to leaving the area of OED policy, two additional 

factors brought out in the interviews should be mentioned. 

1. OED has encouraged the CDCs to develop business 
Expertise and orientation within their operations. The 
Same orientation seems to be evolving at OED in response 
to the emphasis on CDC-venture self-sufficiency and 
feoracpability. 

2. The Associate Director indicated that present plans 
are to fully fund INED's operations with the CDCs in fiscal 


year 1975. However, fiscal year plans for 1976 and 1977. 
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Will require the CDCs to fund half and then all, respectively, 
of support received from INED in entrepreneurial search over 
the next two years. The objective seems to be to require 

the CDCs that utilize INED assistance to pay for what they 

use rather than accommodate the entire cost through a separate 
Seaao tO INED. It is another move toward leaving policy and 
Peeocram decisions at the local level, but it is also indica- 
tive of skepticism regarding the efficacy and value of the 
INED program, and perhaps the whole concept of entrepreneurial 


search and ventures. 


Summary 


iis Chapuer has explored the evolution of the’ concepts 
of community development and community economic development. 
indo al militancy by advocates of community control was 
offered as one possible reason for the increased emphasis on 
Piemeconomic objectives of community development. The CDC is 
in the position of implementing developmental activity while 
feeerecuing community interests and control. By OED policy, 
CDC-established ventures are expected to maximize profits in 
miemosiort term. If this policy 1s to be effectuated, then 
the CDC must pursue every possible means of assisting its 
Ventures in becoming profitable. In the extreme, this would 
relegate community control to a relatively minor role as 
Bueumess interests were pursued to the exclusion of all 


else. However, it is apparent from the literature that 
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developmental programs are unsuccessful unless control is 
in the hands of the intended beneficiaries. 

rots apparent thawebouh exuremes incur some type 
mueaoded costs, and neither will achieve the objectives of 
all parties. This would seem to imply that the entrepreneur 
is a suitable partner of the community in joint ventures 
designed to achieve community development, particularly 
where the community lacks any of the resources necessary to 
venture success, or if it can be demonstrated that entre- 
preneurial ventures enjoy superior performance. 

A general philosophical background has been provided 
more che development of the two CDC case studies presented in 
G@fapvers IV and V. | 

Beiome considerimes the specific CDCs, however, a 
meview of Special Impact Program study efforts is presented 
in chapter III. The problems and criticisms of measurement 


and measurement criteria are also examined. 


Glebe Ase ILIA 
RELATED STUDIES 


ious ocuch Lon 

The process of evaluating the impact of the SIP and 
the CDC on their areas 1S complex. The assumption that such 
mapact Can be assessed implies that goals and objectives can 
be defined and isolated so that measurement criteria can be 
established. Further, it implies that adequate and appropri- 
ate data can be generated and collected so that evaluation 
of progress or success can be made in terms of agreed-upon 
measurement criteria. This is a formidable task. 

The difficulty of such an assessment in the specific 
instance of the SIP can be attributed basically to two 
factors. The first is the vague language of the legislation. 
such key concepts as maximum feasible participation, appreci- 
able impact, chronic unemployment, and community deterior- 
Memermmeare not defined. In fact, the SIP itself is defined 
mimomly the most general terms. This leads directly to a 
second, related factor, which was discussed at some length 
in the previous chapter: the problem of mixed and competing 


objectives which are not always compatible. 


~ 
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This chapter addresses studies of the SIP which are 
related to the present research. In order to set the stage 
for the discussion, suggested criteria for impact measurement 
are examined first. Criteria established in one study are 
presented together with strong criticism of those criteria 
Pea policy research organization. Such disagreement is 
commonplace when the accomplishments and the goals of the 
SIP are discussed. 

| The assumption is made that evaluation of the SIP 
is a two-tier problem that evaluates the efficiency of CDC 
business ventures and incorporates those results into the 
CDC evaluation. If the CDC is not achieving the desired 
impact on its multiple goals, then one way to change direction 
is to revise venture strategy and emphasis. ame levee Yet aualle sts. 
Smebeiency information, an overall evaluation does not seem 
Pessibple. An evaluation of the efficiency and performance 


of six CDC ventures is presented in chapter VI. 


Measurement Criteria 
The CDC utilizes a multifaceted approach to the 
problems of its impact area, as pointed out in the previous 
chapter. Among other things, the CDC attempts to generate 
community involvement in its program and community control 
ever the resources and results of its efforts. The CDC will 
attempt to establish economic enterprises to produce jobs 


and income, community organizations to assist in determining 
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mieedirection of political aatorciee made possible by economic 
achievement and to change the behavior of existing institu- 
Gions (banks, governments, etc.) from passive non-participation 
bo active support and involvement in community efforts. These 
Mees and objectives are interrelated and intermingled. ‘They 
are at once political, social, and economic. But whatever the 
Seals and objectives, it 1s essential that some criteria of 
measurement be established. Without them, it will become 
meemeasingly difficult to gain support in the scramble for 


ieni5ed National resources. 


Brower's Criteria 
Brower describes community development as a "complex 

web" which involves economic, social, human, and political 
development. He recognizes the importance of the economic 
factors but eschews them as too narrow to describe or evaluate 
the entire process. Although offered over four years ago, 
ieoettort 1s still quoted as one of the few of its kind. 
Brower oifers criteria for measuring success in terms of three 


Boals, indicated below. 


Economic. The economic criteria suggested are fairly 
standard and can be represented either in absolute terms or 
relative to SIP grant levels. 


t- Funds raised from other governmental sources, non- 
Sovernmental grants, or private sources 


e. Number of jobs created on the CDC staff and in CDC 
business ventures--effect on local unemployment, 


underemployment, and family income 
‘i € 
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4. Attraction of outside businesses to iocate in the 
impact area--a related factor is proviSion of a 
market by a private firm for impact area products 

4, Housing units produced or rehabilitated 

5. Number of businesses started or assisteat 
Bach criterion is quantifiable and can be expressed 

as a ratio in terms of government investment to provide an 
[eamieablon of unit cost to the government. The efficiency of 
the venture concerned in the use of its resources is also 
indicated in economic terms; leveraging of SIP funds, . 
Drovision of jobs, increases in income, and provision of 
Hemwoing seem to be of greatest importance. However, when 
computed at the CDC level, such measures provide little 
direct information regarding the performance of individual 
Pusiness ventures. They provide no insight into what 
constitutes a proper mix of ventures by sector for a par- 
Dueular CDC. Finally, they do not seem to accommodate fully 
the policy of OED which gives the primary short-term objective 
of ventures as profit maximization. Even the economic indi- 


Cators are mixed with social-political objectives. 


pocial, organizational, and human development. Build- 


ing of community organizations through which residents can 
participate and develop experience and skilis is fundamental. 


Criteria suggested by Brower are again at the CDC level, 


Michael J. Brower, The Criteria for Measuring the 
Success of a Community Development Corporation in the Ghetto 
(Cambridge, Mass.: Center for Community Economic Develop- 


memo, 1970), pp. 6-7. 
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except for reference to employment and incomé.. Quantifica- 


tion of these criteria is considered by Brower to be difficult 


meedot Virtually impossible. 


il 


es 


How viable is the CDC? What is the decision process 
and involvement? 


How broad is the CDC organizational base with regard 
to the community? Who elects the Board of Directors? 
Are community organizations growing in size? Does 
the community know about the CDC and its accomplish- 
ments? 


Is community attitude turning to hope rather than 
apathy? 


What are the trends in attained educational level, 
mortality rate, crime and arrest rate, alcohol and 
drug abuse, and participation in adult education 
programs? 


Does the CDC employ community residents? In what 


capacity? What is the wage level of employees 
relative to comparable outside positions?l 


holigical developmenu. “Although the ©DC 1s 4 non- 


Peeri, organization and prohibited from political activity 


Maeem Lerms of that status as set forth in the Internal 


Revenue Code, section 501(c)(4), the ultimate result of its 


eee icpieS 1S probably the creation of political influence. 


Political activities can be entered into by affiliated 


iembership organizations, unless they, too, are incorporated 


in a nonprofit status. Suggested political development 


criteria include the following: 


he 


Voting and voter registration trends, and the degree 
to which elected representatives reflect the views 
Sieorecasrestacnit.s 


‘Tbid., pp. 7-13. 





66 


eee involvement of the community in political organi- 
zations, number of residents standing as candidates 
for election, and issues of community interest 
being addressed by legislative or government bodies 


4. Share of funds or services being funneled into the 
area by local governments 


4. Degree of attention devoted to the community by 
established power centers and figuresl 


Some of these criteria can be quantified and have 
been, in fact, in the previously mentioned AAI studies. The 
quality and effects of these factors, however, are still 
elusive resultants. 

Brower also discusses the question of how long a CDC 
should be allowed to operate before being considered "success-— 
ful." He concludes that CDCs might become self-sufficient 
in five to fifteen years, and some may never achieve that 
status. Most CDCs remain dependent on sizable outside grants 
for ten years, and some even longer. <A measureable, heavy 
impact on community economic, political, and social and human 
development might occur in a decade, or a few years sooner in 


the most successful pacer 


The AAI Report Criteria 
Im a report issued in March, 1972, Abt Associates, 
Incorporated (AAI), described "impact" as occurring in terms 
of achievement of CDC-expressed goals. These included 


specific measures (e.g., employment, wage income, profits, 





Itpida., pp. 13-15. 
eTipdeeeop, l5a24. 
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reduced out-migration, and capital development), as well as 
less specific terms (e.g., human capital development, 
consumer services, reduced dependency, changed institutional 
behavior, and community control). Measurement was attempted 
through venture performance data, interviews, and question-— 
naires administered to area residents.+ In a later study, 
these measures were repeated and related to change over time, 
implying that "appreciable impact" has a time dimension. 
This recognizes the questions related to the length of time 
that should be allowed for a CDC to produce impact and when 
measurements should be made. 

The lack of agreement on measurement criteria is 
illustrated by the comments of the CDC Committee to Review 
miemevyaluation of the Special Impact Program. The committee 
operated through the National Congress of Community Economic 
Development, meeting with AAI researchers as the study 
progressed. Both the Phase I Report and the Interim Report 
drew similar comments. Only the comments on the Interim 
Report are presented below. 

The committee charged that AAT failed to reflect 
weecurarely the nature of the SIP and the legislative mandate 

Tapt PSsoclaves. wine... An byelivapilon of ple Special 
Impact Program: Phase I ee ie on eer Tees 

as 


| Abt Associates, Inc., An Evaluation of the Special 
impact Program: Interim Report, 4 vols. (Cambridge, Mass., 
75), 2:9-9.— 7 
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which launched it. This was described as apparent in 
"measures made, conclusions drawn and language of the report." 
Exception was also taken to the methodology employed. It 
appears, however, that the basic objection related to the 
measures and inferences drawn from them. 

AAT broke the program into components, of which 
fobs Created was a major component and measure. The 
Semmittee agreed that the program could be broken into 
Gomponents. However, it objected to the notion that 
optimizing the components optimized the program, stating 
iieoe one comprehensive, integrated program could not be 
measured with reference to its elemental parts. The time 
element was introduced by the committee in two related ways. 
First, results do not occur in a linear relationship with 
investment. Rather, resource utilization becomes more 
Peeoerent with experience, implying that employment, ROI1, 
and other measures of efficiency improve over time. 
secondly, the elapsed time from inception to measurement 
ieeoeoe A factor in drawing conclusions. The measures used 
are Criticized as being inadequate and misleading to an 
overall evaluation. Significantly, nome ORM tne = Olan cieCal 
momalLernative measures. ~ 

These examples are given to illustrate the disagree-— 
Ment over measurement criteria. The issue raises a 


fundamental question: Can the SIP survive for an indefinite 





Itpid., 1:24-30. 
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period without demonstrable results, if not “appreciable 
impact" by some criteria? Or will the struggle for scarce 
national resources result in abandonment of the program and 
eelocation of resources to another purpose? 

it appears that there should be recognition of the 
fact that component optimization may be sacrificed to achieve 
Pememouner objective. But that fact should not preclude 
measurement of component performance. When decisions are 
made not to optimize, the decision maker should be clearly 
aware of the costs of that decision and the benefits which 
imei accrue to some other component, or the overall 
program, through such suboptimization. 

The following sections address four major reports 
relating to the SIP. The first, by the Westinghouse Learning 
Corporation (WLC), is an evaluation of the 1968 program. | 
The other three, all by AAI, cover generally the 1970-1973 
time period. Collectively, they represent the most important 


evaluations of the SIP that have been made. 


Westinghouse Learning Corporation Study 


The Westinghouse Learning Corporation Study evaluated 
the 1968 performance of the SIP under Title I-D of the EOA, 
as amended. Five urban and two rural programs were examined. 


Ithis section summarizes and is based upon Westing- 
house Learning Corporation, An Evaluation of Fiscal Year 1968 


Special Impact Programs, vol. 1: Summary, and vol. 2: Kentucky 
PeeeNorth Carolina (Washington, D.6., 1970). 
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The two rural programs were comparable efforts administered 
iyetne Farmers Home Administration of the Department of 
Aericulture in rural areas of North Carolina and Kentucky. 
Although the Kentucky program was also in the southeastern 
baru Of the state, it did not encompass any of the counties 
subsequently included in the Job Start Corporation program 
(see chapter IV). 


Evaluation Model Elements 
The evaluation model was composed of the three 


elements indicated below. 


Economic 

The economic analysis distinguished between macro and 
miero levels. At the micro level, changes in individual 
erployment experience and income were investigated. At the 
macro level, the multiplier effect was analyzed through an 
examination of changes in levels of exogenous spending in the 
economy and cisplacements caused by the extent to which new 
jobs, sales, and profits reduced jobs, sales, and profits 
available in the same economy. Data were developed from 
local CDC and federal administration files and through three 


ero Ol SUrveys. 


Qualitative 


The qualitative element was designed to provide a 


basic comparability between SIP areas and other facets of 
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the overall evaluation. It served as the basis for case 
Studies of the projects studied. Data were developed on-site 
pemeoueh interviews, observations, census data, media content, 


and other associated federal and local agencies. 


Quantitative 


Quantitative data were developed through a series of 
interviews with area residents, neighborhood leaders, and 
employees of the CDC. Problems were encountered in sampling 
procedure, non-response, and finally, cancellation by OEO 
of the final interview attempts because of the excessive time 
lapse between surveys. As a result, the data were used only 
tO gain some insight into the differences in characteristics 
of CDC program participants and non-participants. 

Findings 
General 

Because the primary concern of the present research 
1s rural development programs, and because the remainder of 
the WLC report is devoted to findings regarding specific CDCs, 
only the results pertaining to the two rural CDCs are 
summarized herein. 

ie a Laaela ieee eranted the Kentucky and the North 
Carolina programs were about the same ($1.4 million and 


$1.3 million respectively). Results achieved, however, were 


Significantly different. In North Carolina, some small 


Ve 


industry was in existence, and potential industrial sites 
had been identified by existing industrial development 
eommissions. <A sense of competition, but not conflict, was 
present among the four counties involved in the progran. 
Seewloh and opportunity of the entire area was the common - 
@emeern. Kleven outside industries were attracted to the 
Pec, Cmploying about 1,200 residents. Almost all of the 
jobs were low-paying "cut and sew" jobs, probably not of the 
type envisioned by SIP legislation because they offered no 
emeneement opportunities. But they were jobs nevertheless, 
momGoaey did satisfy the priority need of poor rural area 
residents. Non-economic accomplishments included providing 
running water for 300 black families, a bookmobile to provide 
meerary services to rural residents, a low-cost housing 
project, and plans for a health care facility. By both 
economic and non-economic standards, the project was a 
success. 

The Kentucky program stands in stark contrast with 
the North Carolina experience. The local CDC and its board 
of directors represented an eight-county area, but SIP grants 
were milocated for only four cf these counties. Visits by 
a national POLPEleTanere One ot Che Counties carried with 
them the implication that that county would be favored. The 
implied suggestion caused intensification of the rivalry 


already existing among the counties. Administration of the 
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Kentucky program by the Farmers Home Administration was much 
less flexible than the North Carolina program. SO 5e ac 
eight-county area (to which the grant was finally extended 
meee eftort to lessen conflict) did not form a “natural 
ynion." Few industrial sites were available or even identified. 
In the end, only $150,000 of the original grant was expended, 
and results produced were insignificant. 

| The results of the two experiences exemplify all of 
the problems which can beset such an effort. local conflict 
without coordination and cooperation, poor administration, 


and poorly defined goals and objectives were all factors 


contributing to the failure of the Kentucky program. 


Lessons learned 
Several lessons were learned from the two programs. 

1. Impact areas chose among the broad legislative goals, 
end these influenced strategies adopted. 

e. Target areas are hard to identify and maintain in 
the pursuit of common goals. The study questioned the 
ability to isolate a relatively small neighborhood, as 
Peeeested by the legislation. 

pee Results take many forms, making it difficult to 
mesgsure success on an absolute scale. A better process may 
measure progress toward self-set goals. Certainly, job 
provision in North Carolina was successful. However, 


evaluation may be the measurement of expectation. 
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4, The definition of community participation and control 
is an elusive one. It takes a different form in each area. 
it may involve businessmen, self-selected individuals, 
militants, or even non-residents. Community control and 
involvement were positive factors in North Carolina but 
strongly negative in Kentucky. 

5. The business of business is profits, not partnership. 
ioptal efforts to persuade industry to locate in high-risk 
urban or rural poverty areas were largely unsuccessful. 

6. Coordination of all government bureaucratic efforts 
in an area is most difficult. Each agency tends to look at 
meow program in isolation of others. 

fae oSsbayuULlonal structure change 1s difficult to 
achieve. Banks, for example, shy away from poverty areas 
for the same reasons that businesses do. 

8. Jobs created in such a program may not lead to 
@evelopment of skills or careers. 

9. Small businesses have a high failure rate. SIP funds 
must provide sufficient long-term investment to ensure 


eweecess Opportunities. 


Summary 
The WLC study illustrates many of the problems 


experienced in subsequent CDC programs. Among these are 
the difficulty in persuading businesses and institutions 


CO participate, the creation of job opportunities and not 
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mse jobs, the failure of small business, and the difficulty 
ea) establishing Cripemta tOun cana Meco CemcChl Olam eUC eC cas. 
The evaluation of the study must be tempered with the 
realization that the SIP had been in existence less than two 


years at the time of the data collection. 


AAT Study: Phase I 
The first phase of the Abt Associates, Incorporated 


(AAT) program involved the operations of seventeen CDCs 
during the period from July 1970 through June Leaks“ A survey 
of community residents and employees was conducted from June 
Through August, ae and results were incorporated into the 
study. CDC and CDC-venture data collection was accomplished 
on-site as well as at the OEO's Washington, D.C., offices, 
Mera tor this study and the subsequent AAI studies. 
Analytical procedures included financial performance 
projections, cost-benefit analysis (where applicable), cross- 
tabulation of survey results to determine benefits distri- 
bution, and regression analysis related to CDC organization 
structures and practices, economic and institutional 
environmental variables, and OEO administrative procedures. 
While procedures were described in some detail in actual 
analysis presentation, no overall model was constructed 


wherein all analytical techniques and interrelationships 


Itis section summarizes and is based: upon Abt 
Pesociates, Inc., An Evaluation: Phase I Report. 
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were developed. This comment pertains to all three AAI 
mepoercs. It is a factor which renders overall evaluation 


ero acult. 


Barriers to "Appreciable Impact" 

The AAT Phase I Report states that "appreciable 
migact" had not occurred because of the three constraints 
indicated below. 

1. CDC strategy implies broad goals, including 
community support and influencing of institu- 
tions, which preclude the reduction of 
unemployment and dependency in the short term 

Oo. The business venture, a primary development 
vehicle, cannot stress employment and dependency 
on an unsubsidized basis without incurring 
financial loss 


5. wLlP funding levels were inadequate 


CDC Strategies and Performance 
Evaluation of CDC performance was made in the light 
of the constraints listed above and focuses on a perceived 


three-function strategy of the CDC as indicated below. 


rerformance as a 


development rehalel 


Ixamination of the strategy of performance as a 
development fund showed venture startups as a primary 
activity, with skill and management training taking place 
and sometimes resulting in short-term losses to the 


ventures. Half of the ventures were projected to be at 


Tals 


the break-even point at the end of four years in spite of 
inexperienced management, market competition, and unbalanced 
capital structures. Outside financing and preferential 
Market treatment were characteristics of better performance. 
Performance as a 
demonstration effort 

Periermance as a demonstration eifort refers largely 
Boeune ability of the CDCs to attract outside financing from 
private SUeEoulcr government Sources. Not surprisingly, the 
mezenot the SIP grant and the relative experience of the 


CDC staff appeared to be governing factors. 


ees as institutions 


ror community Comuro! 


Measures of community control were tentatively 
identified as follows: 

1. Accountability to residents measured by the composi- 
tion of the boards of directors and the attitudes 
of residents as indicated in surveys 

2. Transfer of resources to residents (e.g., stock sale 
to individuals and transfer of venture stock to 
community organizations) 


54. Resident support of CDC as determined by 
questionnaire 


Substantial variation in results was observed. 
Generally, boards of directors were dominated by the profes- 
Slonal staff members. Transfer of stock and ownership has 
been slow to materialize, but all CDCs were well regarded 


by residents. 
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General recommendations included more autonomy for 


the CDCs, particularly regarding venture investment decisions, 


pmoeen emphasis on attainment of break-even by ventures. 


Summary 

Mate Ol “eect photcme cummed ar tae AAT in jerim 
Report by the review committee mentioned earlier? had been 
Memzinally leveled at the Phase I Report. In particular, the 
use of jobs as a measurement of impact and the stress on 
Weovure profits were criticized. The tendency to look at 
only the short-term economic goals and an apparent disagree- 
ment in the interpretation of the legislative mandate were 
Eeoco Mentioned. Finally, the committee found unacceptable 
meemenacncy "Go overlook what they cannot or choose not to 
mere.” As in the criticism of the Interim Report, the 
committee offered no alternative measurement criteria. 

Di more concern Go this researcher is the lack of an 
overall model and conceptual framework within which the study 
could be developed. The reliance on projections of break- 
even points and profitability formulated largely by the 
ventures themselves produced questionable conclusions which 
meeeteeproved to be overly optimistic. Finally, the definition 
of variables was not precise. The committee which criticized 


the report, however, was even less precise. 


lege above, pp. 69-70. 
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AAT Study: Interim Report - 
The second phase of the AAI study included an evalu- 


mewon of thirty CDC prantees. - The purposes of this phase 
were stated as revising the descriptive model that was 
presented in the Phase I Report, analyzing program efficiency 
and determining whether it had achieved "appreciable impact." 
An examination of program and venture efficiency is withheld 


Mapt! the final report is discusseda.* 


Program Model 

The program model was described as evolving from the 
Hesgislation and the interpretation of that legislation by 
the CDCs. The model does not attempt to interpret the 
legislation except through the actions of the CDC. It 
separates benefits to the individual from those accruing 
to the community as a whole. 
Program benefits to 
eoe individual 

Primary benefits to the individual are employment and 
income. Human development and reduced out-migration are 
presumed to be benefits of employment and resulting on-the- 
job training. The CDC strategy regarding choice of sector 


in which to develop activity seems to be influenced by the 


lomis Sec omecimmamt 2es and isc based Upon Abe Asso— 


Seapes, Inc., An Evaluation: Interim Report. 
“See below, pp. 90-92. 
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Sepuineg: rural or urban. The sector selection in turn 
Mmoeduces differences in employment impact, job quality, and 
wage impact, all accompanied by tradeoffs among goals. Rural 
areas emphasize manufacturing to produce large numbers of 
jobs, generally with limited advancement possibilities. The 
cumulative wage impact is substantial. Urban concentration 
So property development does not create jobs but shows 
promise of high quality impact through leveraging and housing 
Se opment. Retail activities in urban areas provide needed 
community facilities but create few, low-paying jobs. 
Tradeoffs are also made between individual benefits and 
venture viability ’and profitability, usually in favor of 
men venvure. 
Program benefits 
tO communities 

The program model emphasizes a parallel and reinforcing 
approach to community benefits. The emphasis here is on 
institutions and their relation to community development. 
Included as institutions are the CDC and its ventures, with 
community ownership as an institutional goal. Provision of 
Pemaumer services (e.g., retail food stores) is important to 
poverty areas and represents a form of institutional influence. 

It was found that the efforts to provide community 
benefits suffer from lack of clear statements of purpose. 
The benefits of the CDC, beyond those of its ventures, are 


Srra1cult to assess. 
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MppEeeelaole impact ; 
In the interim study, AAI analysts took the first 
Seep coward defining “appreciable impact." A single resident 
memeiit, employment, was selected for the initial examination. 
ime definition selected was the elimination of the gap 
between unemployment rates in the impact area and its 
pweerounding SMSA or county over a period of ten years. 
ieenreport concluded that the impact had approximated one- 
third to one-half of the required annual rate. The main 
reasons for non-achievement are that functins Hevelemay aly 
one site have been inadequate, that CDC efficiency in 


mesource utilization must be improved, and that private 


Sector support must increase. 


summary 

The AAT Interim Report showed definite progress 
fmeward the goal of SiP evaluation. For the first time, the 
definition of "appreciable impact" was attempted, albeit 
in a limited way. As will be shown, the final report 
modified that definition but did little to extend it to non- 
Peouomic benefits. The descriptive program model separated 
and defined both individual and Commimimim~Oechc. boo. lilesc 
benefits should be addressed as the dependent variables in 
the definition and measurement of program goals. Unfortu- 
nately, quantification of the community, non-economic goals 


still seems a remote possibility. 
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The definition of "appreciable impact" as it relates 
to employment seems less than satisfactory. Changes in the 
surrounding areas affect the achievement of the goal, both 
negatively and positively, and are completely outside the 
control of the program. It would seem desirable to establish 
a definition for which achievement can be measured inde- 
pendently of what happens outside the impact area. 

A tentative conclusion is offered by the report that 
manager participation and/or partnership Centrepreneurship 
is an example) might create a higher probability of 
profitability than complete CDC ownership and control. 
Private sector support could, to some extent, be provided 
through the involvement of entrepreneurs in venture estab- 
Hyshment and activity. This point was not pursued in the 


final report. 


AAT Study: Final Report 
The final report of the AAI study extended the 


coverage to thirty-three grantees and the data collection 

and analysis over a three-year period.t Data were collected 
ena analyzed on CDC administrative expenses and the benefits 
created, the distribution of benefits over time, and resident 
perception and attitudes toward CDC activities. The inability 


to define a rigorous analytical framework with specific 


Ithis section summarizes and 1s based upon Abt Asso- 


Crates, iInc., An Evaluation: Final Report. 
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methodology was acknowledged and attributed to the eee of 
the problems addressed by the SIP. This apparently refers 
to the inapplicability of such statistical and analytical 
techniques as hypothesis testing and correlation and regres- 
Sion analysis as central methods of the research. Much of 
the analysis is described as relying on "careful interpre- 
tation of observed characteristics and relationships." 
However, an overall framework was not constructed. 
| Dice No were Omi MiGer pre uammne Chusive (Concepee 

Nappreciable impact," as significant improvement in one or 
more conditions in the community over a period of time. 
memeraliy, it 1s conceived in this report as having occurred 
when the gap between impact area conditions and surrounding 
SMSA or county conditions has been cut in half. The report 
recognizes the relative ease of establishing quantitative 
economic achievement criteria but dismisses as almost 
impossible similar quantification of social goal achievement 
because "there is no valid concept of a viable urban or 
rural community." The measurement of social and political 
goal achievement 1S made across the three years of the 
evaluation using results from the AAI studies only. 

Major areas of investigation relevant to the present 


mescarch are reported below. 
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Appreciable Impact , 

To assess the degree of “appreciable impact" achieve- 
mop and potential for future achievement by the CDCs, 
measurement of both economic and social goal achievement were 
presented in the AAT final report. In the matter of social 
achievement, however, data and conclusions presented originate 
in differences noted between two sets of AAI data generated 
in 1971 and 1974. No comparable data were found for the 
mation or the areas concerned. Because only fifteen sites 
were examined in 1971, the final comparison is limited to 


these sites. Concomitant data limitations are fully 


mecopni zed in the report. 


Economic achievement 
iegqueemacie ef eeoroude eelktlevencis laeimécel 

employment, skill development, and non-managerial employee 
income. 

fae the present growth rate in CDC and CDC-—venture 
employment and under present development strategies, the 
elapsed time to achieve appreciable impact on employment 
was estimated at seventeen years for urban sites and eight 
years: for rural. Part of this time difference is due to 
the emphasis on the job creation strategy of the rural areas. 
However, only 40 percent of the jobs created in rural areas 
have gone to previously unemployed persons. In urban 


areas, only 15 percent have gone to the previously unemployed. 
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It appears that rural areas may achieve appreciable impact 
while urban areas will have more difficulty. 

2. Achievement of appreciable impact in skill improvement 
Within fifteen years would require a growth rate of 45 per- 
cent in urban areas and 42 percent in rural. Present growth 
rates were reported as negative in the urban areas and 12/7 per- 
cent 1n rural areas. The latter figure, however, apparently 
Mm influenced by the effects of starting with an almost 
completely unskilled labor base where any numerical improvement 
moulcs in large percentage increases. It 1s not expected To 
Somo1nue. 

4. The emphasis on improving income has been much greater 
in urban areas than in rural. Current CDC non-managerial 
wages are reported at 150 percent of urban median family 
incomes and 120 percent of rural in their respective impact 
areas. However, percentage increases over previous incomes 
meewonly le percent in urban areas and 4 percent in rural. 
This suggests two related conclusions. The first is that 
little impact has been made on family incomes, particularly 
gy rural areas. The second is that rural areas have compro- 
mised wages in favor of the number of jobs created. But the 
study also indicates that sizable gaps still exist between 
median family incomes in the impact areas and the surrounding 


Peca. 
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Political-sociai achievement 

A 1971 community survey provided a benchmark against 
tome 19'74 changes were measured. Perceptions of community 
residents regarding conditions and change in two general 
areas are summarized in tables 4 and 4. 

maple 4 indtcales=that, except for the wactor 
regarding private investment, the rural areas reflected 
Simost no change in perceptions. However, most perceptions 
are favorable. The urban results reflect significant 
Metabive change in perceptions. This may be indicative of 
imo itilled expectations and the inability of the CDC to 


Semper the negative forces existent in the urban areas. 


TABLE 4 


APPRECIABLE IMPACT: COMMUNITY RESIDENT PERCEPTIONS 
OF ECONOMIC CONDITIONS AND CHANGE 
(Percentage of Respondents) 


Urban Rural 
hea YD IES eal no 
More job opportunities now 59.0 48.4 ORO TENE 
Less unemployment now AD 5 R55 DOE, 64.5 
CDC has gotten jobs Gone Soe 90.0 88.8 
Most of private sector is 
meyane to help aD iFsin © 40.0 42.0 
More private sector 
interest now SY O. EOS TO ee, 70.4 
CDC has increased private 
sector interest DAS. Sie I S220 VOu 





SOURCE: 
E09. 


Abt Associates, Inc., An Evaluation of the Snecial 


Impact Program: Final Report, 4 vols. (Cambridge, Mass., 1974), 





37 

A similar picture emerges from the examination of 
political-social climate and change as shown in table 4. 
Rural areas show little change, but a large percentage of 
residents assess the picture in a positive manner. Urban 
area residents see the situation deteriorating. The CDC - 
role is not completely clear in either case. Because it is 
probably more visible in a rural setting which is almost 
devoid of development activities, the CDC may be viewed by 
residents as more responsible for change. The inference is 
that the CDC is a positive factor. In urban areas, so many 
Sener factors come into play that evaluation of the CDC as 
a change agent 1s more complex, and the cause-effect 


relationship may be less well defined. 


TABLE 4 


PePPRECIABLE JMPACT: COMMUNITY RESIDENT PERCEPTIONS 
OF SOCIAL AND POLITICAL CLIMATE AND CHANGE 
(Percentage of Respondents) 








Urban Rural 
Iya Ee, aN WA 2 

Government trying to help 

more now eral 46.3 S50 Dae 
Political process helps 

more now 64.5 WV Sale Vig eal O50 
More community progress now 56.4 50.4 S569 84.1 
Community leaders have more 

influence now SIO. S. Doe oe 8550 
Residents can do more to 

change community now eUeas, PS, 95.8 92.0 

BeURCE: Abt Associates, Inc., 


Impact Program: Final Report, 4 vols. 
> lie 


An Evaluation of the Special 


Cambridge, Mass., 


I oe 
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Venture Efficiency 

To assess venture efficiency, measures used were 
Meverage achieved on CDC investment of SIP funds, cost per 
Mob created, and venture profitability. Study conclusions 
are presented by CDC setting, by sector of activity (e.g., 
manufacturing, retail), and for the program overall. Little 
information is present on which to evaluate the impact of 
cutside investment or entrepreneurial participation. Results 
Be shown in tables 5 and 6, for urban and rural sites 
respectively. 

The comparison paints a mixed picture. When 
weuiLure and construction—property development are 
eliminated from the rural figures, they are generally quite 
comparable to the urban figures. A large difference: an 
profits realized from construction-property development 
projects 1s apparent. Agriculture, peculiar to the rural area 
Sites, requires high investment and creates few jobs. Of 
particular interest to the present research is the relative 
emphasis placed on manufacturing by rural areas and the 
Pelavively favorable performance of this type of activity. 

It 1S apparent, however, that profits are not being generated 
consistently in any of the sectors. Another section of the 
study reports that only 27 percent (16 of 58) of the ventures 


meee profitable. 
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Final Comment 

The AAI study represents a three-year, $1.87 million 
memory. itt has produced three reports, each in four volumes. 
Massive quantities of data have been collected, analyzed, and 
presented. Yet the reports have not been well received. ° 
Committee reviews summarized earlier? are indicative of this 
fact. Another indication is that the Ford Foundation com- 
missioned the Urban Institute in 1974 to develop criteria 
and methodology for an evaluation of the economic, social, 
Ba@@epolitical goals of the CDC and the SIP. As of April, 1975, 
nothing has been published. Perhaps the establishment of such 
criteria should have been the starting place for any evalu- 
ation effort. Economic benefits can be measured, but their 
mipertance to the overall evaluation 1s a point of heated 
Beeeeereement. Non-economic benefits are more difficult to 
measure, even if criteria could be agreed upon. The Beate 


mema most difficult problem that is not near resolution. 


Other Studies 
A number of studies related to the SIP have been 
accomplished, and these will be described briefly. 
mia 1O7O%suudy, Rivera tound that the participation 
6f local residents and their ethnic composition jointly 
Predict the performance of CDCs in producing benefits more 


Consistently than either factor alone. The inference is 





iSee above, pp. 67-68. 





De 


mieGeparticipants from outside either the area or the ethnic 
Pemposition of the area may limit CDC performance. A 
second finding was that the degree of area participant 
concentration on the board of directors and CDC staff will 
determine the level of comparative CDC performance more 
consistently than venture or bureaucratic management.~ 
Block approached the question of economic impact 
on the community through the development of an input-output 
Meee. With OEO funding of a Comprehensive Health Center in 
a@arural area as a basis, the consumption patterns of both 
Mesidents and vendors resulting from the project were 
established. An area input-output matrix was modified 
iorcreate a matrix for the community. < Block is now under 
contract to OKO to produce a generalized input-output 
model for use at the local CDC level as an aid to decision 
making. 
A similar project 1s underway at the University 
of California at Berkeley. By the use of input-output 
techniques, separate models have been developed for each 
Beethree counties within which CDCs are located. lJIdentifi- 


Cation and estimation of economic inputs and development 


loose A. Rivera, "Community Control of Economic 
Seowopment Planning: A Study of the Recipient Beneficiaries 
as the Actors of Change" (Ph.D. dissertation, Brandeis 
Merversity, 1972). 


eZ 


A. Harvey Block, A Model for Analyzing Economic 
Impact of Comprehensive Health Service Projects (Washington, 
Meee: Bokonon Systems, Inc., 1974). 
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Ot guidelines for long-range CDC economic deyelopment 


a 


strategy are the eoals.t 


Summary 


The evaluation criteria and analysis methods applicable 
to the SIP are not well-developed and accepted. DY cereneement 
over program goals still exists. Some observers question the 
advisability of trying to evaluate a program which is still 
developing. Quantification methods are questioned. 

Despite the existing disagreements, it appears that 
a fairly clear policy has been issued by OED, a policy that 
has been in evolution for two years. That policy quite 
Clearly indicates that venture profitability maximization 
is an essential short-term goal. Where conditions require 
Secimi zation rather than maximization; OED approval is 
required. Measurement of other than the efficiency goals 
Meche venture 1s not as easily accomplished. Combining 
efficiency and non-efficiency measures into an overall 
Evaluation is most difficult. 

Despite the disagreements, an overall evaluation 
Saaiiemimporcant to the direction of the program, if not its 
future. J1t seems important to quantify what can be quanti- 
fied while trying to develop an overall conceptual framework 

te. T. Wallace, "An Input-Output Analysis of the 
Outreach of Three Community Development Corporations: Delta 
Foundation, Job Start Corporation and the East Los Angeles 
Community Union" (Draft), Earl Warren Legal Institute, 


University of California, Berkeley, April 15, 1975. (Mimeo- 
graphed. ) 
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and methodology within which the overail evaluation can be 
Pecompiished. 

The present research is directed toward the evalu- 
ation of the performance of certain ventures established 
under two separate philosophical approaches. While the 
memeepts of community control are very much a factor in the 
Paelosophical processes which govern CDC activity, they are 
not direct considerations in the evaluation which follows. 
Only iage resultants of the process are compared: the 
mer.ormance of business ventures established under the 
community resource rationalization approach and the 
memeeormance of those established under the entrepreneurial 
Search approach. 

The next two chapters present case studies of two 
meCs, one of which has utilized the Sonne eS Ouse « 
imablonalization approach exclusively. The other has used 
both approaches. The chapters present a specific geographi- 
cal and philosophical setting for the evaluation in 


Chapter Vi. 





CHAPTER IV 


JOB START CORPORATION 
lines cuca Om 

In this chapter, an abbreviated case study of the 
Job Start Corporation 1s presented. Demographic and 
seeographic information provide a physical setting for the 
CDC efforts. A discussion of venture establishment proce- 
dures, community organizing efforts, the evolving attitudes 
regarding venture selection, establishment, and profitability 
meeovide a philosophical setting for community economic 
development efforts. Individual venture development 
narratives emphasize those ventures which form a basis for 
the study. By way of a summary to the chapters, CDC capital 


investment and growth of CDC activities are discussed. 


Background 


The impact area served by the Job Start Corporation 
includes a ten-county area of Southeastern Kentucky (fig. 4). 
Collectively and individually, the counties are among the 
poorest in the nation. The population is overwhelmingly 
white, with mean incomes of a significant portion of area 


families below the poverty Levels Unemployment is generally 





lPamilies are classified as being above or below the 
Pevervy level, using the poverty index adopted by the Federal 
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fener and the educational level attained by area adults 
Hower than those of the rest of Kentucky and the United 
States (see table 7). Even these figures probably under- 
state the real situation. Many of those not on unemployment 
rolls are underemployed in marginal agricultural activities 
or poorly paid service occupations. The area is isolated 
from most industrialization and industrialized areas. 
Transportation and other lines of communication are generally 
underdeveloped but have not been a handicap to JSC manu- 
Beeturing ventures. Few of the human and other resources 
applicable and necessary to present-day industry have been 
developed and are present. Appalachia, of which Southeastern 
Kentucky is a part, offers few of the attributes necessary 

to industrial development and has even fewer attributes 

Whoech cannot be provided in greater quality and quantity by 
Sumer rural areas of the country. 

NemeCommelleractteUatlon similar to that described im 
the WLC study of an early Kentucky SIP effort has arisen 
among the ten counties forming the JSC impact area. This 
is despite the seeming lack of inherent cohesion or 
Sommonality of interest among the participants. There are 
indications that there is some rivalry and jealousy among 
the counties over location of JSC ventures. However, there 
Interagency Committee in 1969. A range of poverty thresholds 
ms provided and takes into account family size, sex and age 
of family head, number of children, and farm—-nonfarm resi- 


Genee. Poverty cutoff for farm families is $4,184 (four 
members), 85 percent of the nonfarm level. 
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meme been a replay of the 1968 experience where such 
fPesine precluded any progress. Constant effort 1s expended 
Memeo, Suacif members, particularly the executive director, 
meeprevent such conditions from developing. 
Philosophy of Business 
Venture Establishment 

Initial efforts, designed to reverse the cycle of 
poverty in Southeastern Kentucky under the Economic Oppor- 
tunity Act of 1964, consisted largely of Community Action 
Programs. These were established in various communities 
under separate Community Action Agency (CAA) directors to 
foster a multitude of perceived community needs (e.g., 
training, educational, health care). One of the main 
activities of the CAAS was described as manpower develop- 
men, amd was performed under a Department of Labor contract. 
little in the way of useful, permanent skills was developed 
with much of the money being expended in such activities 
as picking up trash and weeds from alongside community 
roadways. ~ It was not until 1967 that attention was focused 
On the problem of job creation. Jobs.require businesses, 
and availability of capital must precede business establish- 
ao ihe beginning of economic development under the 
Community Action Program consisted of a simple woodworking 

Barry Stein, The Biggest Little Conglomerate in 
the World: Community Economic Development in Kentuc 


Cambridge, Mass.: .Center for Community Economic Develop- 
Memb, 1974), p. 4. 
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shop set up with inadequate equipment in an unused building 
mo Knox County. 

line, CAA Gireerors Ultimately recognized that bork 
im@ey and the poor they were attempting to help were 
frustrated by the lack of community-level guidance directed 
Bo community economic development. The continuing, coordi- 
nated program and assistance necessary to convert the 
Peeaucts and the services of the poor into steady jobs, 
investment, and new businesses simply were not available. 
Both investment and working capital were absent, as were 
the other ingredients essential to business startup and 
success, such as managerial and technical expertise. As 
the CAA directors saw it, these factors had to be mobilized 
@memeee rural area of Southeastern Kentucky where the people 
were before community needs could be addressed effectively. 

The cooperation and coordination of the CAA 
directors in the subsequent successful application for 
Special Impact Funds devoted to community economic 
development can be appreciated only through consideration 
of the geographical remoteness and narrow local interests 
of each of the communities involved. The proposed organi- 
eon. Job Start Corporation, was designed to serve a 

I Sob SUomumComporathonn Comtinuation of a Small 
Business Proposal for Southeastern Kentucky," a refunding 
meoposal submitted to the Office of Economic Opportunity 


for the continuation of Special Impact Funds, February 1/7, 
1970, pp. 6-7. 
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ten-county area of rural Appalachian eoutheastern Kentucky 
where communication between communities and mobility of the 
population are limited. County government is strong, with 
Sach county having a decidedly iocal base and perspective. 
Simply to attain a general consensus, commonality of purpose 
and direction is not an insignificant accomplishment under 
Such conditions. However, the desirability of a single 
representative and advocate in attempts to obtain funding 
SeacOMmMUnItY economic development served to overshadow and 
submerge the demands of natural and political diversity 
which obtained between geographical sub-—areas. 

On October 15, 1968, the initial six-month OLO grant 
for community economic development brought the Job Start 
Berporation (JSC) to life. The JSC listed its initial goals 
as the assembly of evidence concerning markets and producers, 
the cultivation of sources of low- or zero-interest capital, 
the determination of proposed business locations within the 
ten—county impact area, and the development of a plan to 
establish a separate small business development corporation.* 

The program was designed to cope with the root causes 
Suepoverty in the impact area. These included the social 
and political romet MonmOmerne poor, che Lack of “Srass-roots © 
community leadership coupled with the lack of responsiveness 


Menpubiic officials, and the nearly total lack of job 


~ 


MBO Gier se. O 
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meportunities. Provision of job opportunities was recogni zed 
_mmeprerecquisite for successful action against other poverty 
causes and became the first priority of JSC efforts. The 
second priority was the creation of poor-resident ownership 
opportunities. This was seen as a means of developing social 
paoeeconomic independence and community leadership. fPrevious 
anti-poverty efforts in much of Appalachia (e.g., the man- 
power training program alluded to earlier) were described as 
demonstrating that economic development is essential to the 


M@eatbion of social change.+ 


races hye7e = Sisuietern atonal 
in its earliest years, JSC subscribed wholly to the 

Concept of business venture startup through community resource 
rationalization. This is evidenced by its selection of 
products for market penetration: 

Markets pursued by Job Start are determined by either 

(1) the product or service already provided by a given 

community (within the impact area), or (2) the product 

Ga service in which a ave community expresses an 

interest or expertise. 
The JSC role was described as providing assistance in 
marketing and matching community residents (according to 


Baverest, capability, productivity) with products having 


market potential.” The risk associated with this approach 





lyon praatecoregreat on. work Program,” London, 
Mememcky, 1971, p. 3. 
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~ 
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?Thid., p. 25. 
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Meer ecoenized in that the creative ideas of the community 

meuld provide the basic source of ideas for economic 

meeebopment progects. Markets would then be created to 

serve these products. Such ideas would result in production 

and marketing on a test basis for a six-month period, with 

initial investment limited to $5,000.° 
The venture establishment process was conceived 

as having four separate stages, described as being particu- 

larly useful where sophisticated feasibility studies were 

mipractical or impossible and where lead time for small- 


2 


scale manufacturing was short. 


ptage 1. Establish facility, ideas, and design 
for products for which production capability and markets 


Eiepear to exist. 


Peace Il, West production and test marketing of 
Various products of a particular type (e.g., wood) are 
Becomplished on a limited basis. Train a nucleus of 


Management and production personnel. 


Itpid., p. 29. 


“Thid., pp- 24-26. 


Thid., pean Orrice Of Keonomic Cpportunity, 
"Highlight Memorandum," a summary of JSC accomplishments, 
community development goals, and future venture and 
social strategy for the funding period 1970-1971, Washing- 
Men, D.C., 1971. 
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Stage lili. Expansion of production and marketing 
effort follows the development of a viable product or 
product line. At this point, the working and investment 


Sapioal requirements increase substantially. 


Stage IV. On attainment of self-sufficiency, the 
Iisaness would be "spun off" to operate under a local county 
Community Development Corporation, assuming that one had 


been formed. 


Summary 
The subscription and adherence to the concepts of 
community involvement, control, and ownership of economic 
development efforts are clearly illustrated. The early 
efforts of the JSC were formed around this concept and 
include the development of two of the four JSC business 
ventures used as a basis for this study, Possum Trot and 


Lawson Furniture. 


Peta aed Community Development Corporations 


An important concept indicated in initial planning 
involved the establishment of affiliated CDCs within the 
impact area for which the JSC would perform a business 
planning function and serve as a conduit for Special Impact 
Funds. The original concept was to develop within each 


CDC the ability eventually to perform a business venture 
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ownership role. Bactes Fo une Tilt liment of this role were 
such learning experiences as recruitment and screening of 
gob applicants and participation in basic investment and 
development decisions. Realization of the final stage of 
business development, as described earlier, rested on 
successful establishment of representative CDCs organized 
in areas of business venture startup. In addition, the 
local affiliated CDC was envisioned as providing the member- 
memeonot Lhe JoC board of directors, thereby placing ultimate 
Boenerol and direction of community economic development at 
the community or grass-roots level. 

In 1971, JSC reported the existence of local CDCs 
in various stages of organization and operation, repre- 
meee seven of the ten counties in the impact area, with 
yet another county having initiated organization efforts. 
in the latest JSC report of such activity, however, only two 
affiliated CDCs are listed as providing representation to 
G@emeios board of directors. It was stated that the J&C 
plans no further action to organize any such groups prior 


to 1997.7 


l Sob PUMmmCOENOrag tome DG olabus Report," London 
Mentucky, May 12, 1971, p. 4. 


“Thid., pp. 1-4. 


Tob ame Ot Or ammena “pplLcat.on for Continuation 
Seeareant Awarded Under Title VII, Economic Opportunity Act of 
1964, as Amended," London Kentucky, December 30, 1974, p. 25. 
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It is now felt that support of several CDCs would be a drain 
on the JSC resources and efforts and would not assist in the 
attainment of current objectives.t 

The fact that only partial success was achieved in 
the CDC organization and membership efforts was attributed 
to two basic assumptions which did not prove valid: 

1. Community residents would join the local CDCs 
despite the lack of an established constituency 
(i.e., people receiving benefits from the JSC 
efforts). 

Eee AD Optimistic, almost euphoric, feeling that quick 
success 1n community business ventures would result 
my Vicibple economic beneiits. This would in turn 
ereace a constituency in short order. 

The first assumption ignored the lessons learned 
from earlier anti-poverty programs in Appalachia. Previous 
examples cited herein produced little in the way of permanent 
social or economic change. Little evidence was afforded to 
a skeptical population that a new program would be any 
different. The second assumption ignored the "facts of life" 
regarding the success rate of small businesses and the 
Eeapsed time from conception to startup to self~sufficiency 
and all of the obstacles in between. The JSC belatedly 


recognized that attempts to organize could be counter- 


productive in the absence of tangible, goal-related action. 


Eades, 25. 


“Job puame COrpOomauten, “Proposal to the Orfice of 
Economic Opportunity for Refunding of Special Impact Funds 
fee 7> through 1975," London, Kentucky, 1972, p. 14. 
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After the relative lack of success in such organizational 
Perorts, the JSC decided to concentrate on business develop-— 
mm, and not to conduct organizational activities until 
substantial and visible business and economic development 
had been achieved.+ As noted earlier in this section, 
present plans are to delay additional organizational plans 
until 1977. However, existing affiliations are to be main- 
tained, and the individual affiliations of JSC staff and 
board members with community and professional organizations 
are encouraged.* | 

iMiemexistbenmce Of a successful CDC in Knox VCouncy 
should be noted because it does operate three business 
ventures while maintaining an affiliation with the JSC. 
its relationship with the JSC is conceptually close to that 
envisioned for the CDCs yet to be organized. The Knox County 
CDC operates Lawson Furniture, a business venture started 
moeoush the community resource rationalization approach, ° 


and one of the ventures studied in the present research. 


Federal Funding 


As indicated earlier in this chapter, the JSC is 


considered a rural CDC. Table 8 indicates the funding level 


lipid., p. 15. 


“Job Swaiet \JOnVOcataom App licablom Tor Continuation,” 
Ppp. 25-26. : e 


2Thid., p. 19. 
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received by JSC under the Special Impact Program together 
with the total expended on the rural CDC portion of the 
Peoecram. A tabulation of funds expended for administrative 
expenses and venture capital investment is also provided in 
the table. Funds are indicated in the fiscal year received 
Peecnough the funding period may extend beyond a single 
meseal year. These data are presented to provide a perspec-— 
ave of the size of the JSC program and the funding in 


Metavion to the entire rural CDC progran. 


staffing 


Perhaps the most frustrating problem encountered by 
the JSC in its formative period-was the inability to develop 
Besobaltl with the requisite abilities and backgrounds. This 
problem becomes understandable when the professional require- 
ments and the geographical area are examined together. In 
gseneral, all aspects of business and busSiness analysis must 
be represented in order to function adequately. The ability 
tO communicate within both the local political arena and the 
federal bureaucracy must be possessed by the staff. Relevant 
business experience and ability, executive talent, sensitivity 
to the problems of the Appalachian poor and the ability to 
perform as an advocate of this constituency within the federal 
bureaucracy are necessary. Add to these significant profes- 
Sional and personal requirements the need to settle in a 


Bemove mountain area, and the problem is brought into 
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perspective.* At present, the staff consists of seven 
Meotessionals, including an executive director, and covers 
the business development, financial, overall community 
development, and community relations functions.© The legal 


m@em@etion 1S fulfilled on a consulting basis. 


Board of Directors 

Another factor bearing on the early development of 
anti-poverty work in Southeastern Kentucky was the fact that 
it was not unusual for Community Action Agencies to become 
involved in activities with political overtones. As indi- 
Ccaved earlier, a nonprofit organization must be nonpolitical 
‘to qualify as tax exempt under provisions of the Internal 
Revenue Code. Certain politically oriented activities by 
these Community Action Agencies continued after formation 
of the JSC and became identified with the JSC. As a result, 
the Governor of Kentucky successfully opposed a refunding 
request from JSC in June, 1970.? One analysis indicated 
that some of the JSC board members, representing their local 
CAA, were heavily involved in political maneuvers, and 


their interests were not "as broad or as noble as might 





loftice of Economic Opportunity," Highlight Memo- 
randum," summary of 1969 JSC program under Title I-D of 
ime Heconomic Opportunity Act of 1964, as amended), 
Maenineton, D.C., 1970. 


Job SEOtibeCOmpOorabien, “Applacation for Continu— 
pevon,' Appendix B. 


Office of Economic Opportunity, "Highlight Memo- 
mandum,' 1970. 
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be wished. "+ However, with experience and understanding of 
the goals and constraints of the Community Development 
Serporations funded by the Economic Opportunity Act, this 
problem has almost disappeared, and such opposition is now 


me requent. 


Accounting and Accountants 


Yet another factor which has plagued the new venture 
experience of JSC has been the lack of adequate accounting 
and cost systems as well as the inability to attract 
accountants with manufacturing experience.* The establish- 
mn5 Of manufacturing accounting controls, particularly in 
inventory, generated substantial problems in producing 
accurate financial statements.” This problem was not 
resolved completely for the first three years of Possum 
Trot's operation, and is only now nearing resolution at 


Lawson Furniture, almost four years after startup. * 


lortice GEeteceonommee Opperpunary, Monthly Report 
on the Job Start Corporation," memorandum from the program 
analyst for JSC, Labout November, 1971]. 


“Thid. ; and dob Start Corporation, letter from 
meecutive Director to Office of Economic Development, 
November,24, 1972. 


2 5ob Start Corporation, "Proposal for Refunding, 
meeoeohrough 1975," p. 13. 


tInterview Vlpieenonae Miller, Executive Director, 
Job Start Corporation, London, Kentucky , held in Washing- 
ton, D.C., February 14, 1975. 
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An Evolving Philosophy ~~. 


Venture Selection 

The four-stage strategy for venture selection and 
development has demonstrated a limited CapabtlaGg, to tocstenr 
memmunity economic development. The foreclosure from one 
impact area of outside entrepreneurial talent and associated 
capital has eliminated a possible source of venture 
development and resulting community economic development. 

fecOooni zing the Iimitatrions of the original venuyure 
strategy, JSC officials elected to work with two would-be 
entrepreneurs who had participated in an INED new enterprise 
Merkconop. itt will be remembered from chapter I that the 
workshop is designed to locate and assist entrepreneurs 
interested in establishing businesses with projected sales 
potential of over $1 million annually. The results of JSC 
experience a two such entrepreneurs are presented in 
ereater detail later in this section and again in a subsequent 
chapter. Suffice it to say at this point that the experience 
has led JSC to accept the entrepreneurial search approach 
aS an appropriate and attractive mode of venture 
establishment. 

iiewsoC, however, 126 continuing the evolution in 
venture selection and establishment strategy. There are 
advantages in attracting outside entrepreneurial talent 


» 


and capital to the Southeastern Kentucky impact area. But 
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JSC recognizes the AUS ator developing potential 
local entrepreneurs who may have the requisite personal 
characteristics, ability, and aptitude. If these exist in 
local individuals, then all that is lacking is capital 
investment and continuing technical assistance, both of 
which JSC can provide. 

These considerations have led JSC to develop what 
is referred to as a "mini-INED" concept. The goals of this 
fmeeeram would be to identify and support local potential 


entrepreneurs whose financial goals are for businesses 


which would have net annual sales of $500,000 or less.t 


The process would have four phases: 


Meee Find and screen candidates. An initial pool of 
fifty to seventy-five potential entrepreneurs 
iMOVULANGh aaretertil lies 


2. Conduct a generalized workshop for these candi-~ 
dates to identify the demands, difficulties, and 
rewards of being an entrepreneur. Analyze 
strengths and weaknesses of the individual and 
provide him with appropriate feedback. 


4. Conduct a second workshop to provide further 
information to the individual regarding his 
strengths and weaknesses as a second~stage 
analysis. Provide training in specific areas 
such as marketing, interpersonal skills, finance, 
MiGmvctolGe wana ysl Sim tae Jach> of andivaidual 
strengths and weaknesses. 


4, Select individuals and ventures for one-on-one 
Support in producing a business plan, including 
funding requirements and sources. JSC, of course, 





Sob Start Corporation, "A Proposal for an Entre~ 
Mrencur Identification and Support Program" (Draft), London, 
Kentucky, Labout February, 1975], p. 2. (Mimeographed. ) 
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would be a prime source for such financial support 

but such support might be found in outside, non- 

governmental, sources.l 

It 1s apparent that the philosophy embodied in this 
mroeram contains a combination of the two approaches to 
venture establishment. Development of local persons as 
entrepreneurs and financial support provided by JSC repre- 
sent community resource rationalization. The search for 
memento ially talented entrepreneurs 1s concentrated in the 
jocal area but is only a variation of the entrepreneurial 
search approach. The apparent willingness to seek outside 
sources of financing, in addition to that provided by the 
JSC and other local sources, is evidence also of a broadening 
of the community resource rationalization approach. 

The program also presents a possible answer to the 
problem of community leadership vacuums contributing to 
miesGiificulty of community organizing efforts by JSC. in 
an interview with the president of the Possum Trot Corpora- 
tion, it was stated that out-migration trends must be 
halted and reversed if talented people are to remain in or 
return to this Appalachian area.” iie OppOorcuminTes Tor 
focal entrepreneurship may provide the impetus for reversing 
out-migration, which, in turn, would retain or return 

IIpid., pp. 9-10. 


“Interview with Richard Martin, President, Possum 
#rot Corporation, in McKee, Kentucky, February 25, 1975. 
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additional potential political and community. leaders in or 


to the area. 


Prom de bal Iiery 

iit sercosowumedcytolde vowdrd Venvuce profitabilicy 
seems well-defined. As an example, two of the three manu- 
mepuring Sites under the Possum Trot Corporation have 
mecenuly been closed because they were an economic drain 
Samp ne Corporation as a whole. According to the president 
of Possum Trot Corporation, the decision to close was based 
purely on business considerations and was made by the 
venture management and venture board of directors. The 
feeling was that the community was able to accept the 
Mmeesures without their reflecting adversely on the JSC or 
ea its goals. The idea of continuing a business as a 
purely social enterprise on a subsidized basis was rejected, 
Mebeast for the short term. This is in line with the OED 


policy regarding venture profitability. 


Summary 
ihe philosophical development scems to be one which 
began at the idealistic end of the continuum, where social 
goals are paramount, and moves to a point where social and 
Economic goals are viewed discretely. Movement now appears 


TO be on a course where the best of both extremes will be 


~ 


office CEPicomoume evelopment, “Policy Statement 
Se opecial Impact Program," p. 9. 
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rationalized into a more complete approach to community 


Seonomic development. 


Growth of JSC 

This section provides a brief overview of JSC growth 
in order that a perspective may be gained regarding the 
Sfensions of JSC activity. The development of four firms 
which are of interest to this study is presented in narrative 
form. A succeeding chapter presents detailed financial and 
trend data together with a comparative analysis of the 
mertormance of the six firms providing the basis for this 


study. 


Lawson Furniture 

The Knox County Community Development Corporation 
established Lawson furniture as two divisions in 1970. One 
Givision upholstered wooden frames manufactured by the other. 
The two divisions merged into Lawson Furniture in 1971. At 
the time the merger was noted to OED, in the third Quarterly 
Monitoring Report, isi. * Lawson listed $64,000 in assets. 

Through its affiliation with JSC, the Knox County 
CDC has received $520,000 in investment capital through 
1974. The JSC is not involved in the operation or management 


See lawson but acts largely as a funnel of SIP funds to 


tia eee otherwise noted, material for this section 


@eeeacveloped from respective ISC Quarterly Monitoring 
Beports submitted to the Office of Economic Wee Nven tor elas 


Meme the period 19/70 through 1974. 
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Lawson through the Knox County CDC. The JSC- also includes 
Lawson and other Knox County CDC activity and financial 
m=ports in its Quarterly Monitoring Report to OED. 

Whe Knox County CDC and the affiliated CAA, the Knox 
County Economic Opportunity Council, also receive funding 
ierectply from other government agencies, including other 
than SIP funds from OEO. Among these have been substantial 
manpower training funds which have in effect subsidized 
meevoon Hurniture operations to a greater extent than other 
ventures included in this study. 

The firm was established through the four-stage 
community resource rationalization approach described 


Peeiier.~ 


Its growth has been substantial, but its fortunes 
feerareely tied to those of the housing industry. Fourth 
Quarter 1974 and First Quarter 1975 indicate a substantial 
slowdown in sales volume. Additionally, a $250,000 grant 
from JSC for planned expansion is being held by the Knox 


County CDC because of economic uncertainties in the current 


furniture market. 


Possum Trot Corporation 
The Possum Trot Corporation began as three separate 
manufacturing activities, each organized in a different 


county within the impact area. All three were developed in 





~ 


See above, pp. 104-4. 
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the four-phase community resource rationalization model 


outlined earlier.— 


Rockcastle Wood Products 

Rockcastle Wood Products began producing wooden 
backyard utility barns in April, 1970, in a garage in 
Rockcastle County, employing four men. Plans were drawn 
merits liquidation by Possum Trot in early 1974. At its 
peak, employment reached only five, and it was a marginal 
operation from the beginning. The JSC invested a total of 
$34,700 in the three years of its existence. The decision 
to liquidate was based on purely economic grounds as 


@mescussed earlier in this chapter. 


Bast Lake Industries 

East Lake Industries began operations with two 
Subdivisions in March, 1970. The Wood and Metal Division 
was established in an old movie theater in McCreary County. 
fae primary product was pickup truck campers. This venture 
was short-lived and ceased operations in September, 1971. 

The Fabric Division of East Lake Industries was a 
"cut-—and-sew" operation, making children's stuffed toys in 
meembed grocery store, also in McCreary County. The 
initial products were designed by a consultant, Selengut 


Associates, as part of a children's environmental line. 
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“See above. palllo. 
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At its peak, employment reached about twenty. The JSC 
mevescted a total of $431,650 in this division of East Lake 
Industries. it was combined with Rockcastle Wood Products 
and Mountain Toymakers (discussed next) to form Possum Trot 


Merporation in January, 19/3. 


Mountain Toymakers 


Production began in mid-September, 1970, in two back 
rooms of the Jackson County CAA offices. The products, 
children's stuffed toy animals, were designed, as for kast 
Lake Industries, by Selengut Associates. In January, 1971, 
employment was placed at twelve and was up to twenty-one 
Meeepril, 1974. The JSC invested a total of #189 ,000 ial 


Mountain Toymakers. 


Combined organization 


The Possum Trot Corporation was initially estab- 
lished in mid-1972 as a combined marketing organization for 
the three divisions described above. ‘This organization 
replaced an early arrangement with Selengut Associates 
whereby Selengut acted as agent for JSC in establishing 
Sales representatives to market the combined output of the 
three divisions. The three divisions were formally brought 
together as Possum Trot Corporation, a wholly owned sub- 
Sidiary of JSC, in January, 1974. As indicated above, 
Rockcastle Wood Products was terminated shortly thereafter. 


East Lake Industries (Fabric Division) was closed in late 
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OeGoper, 1974, and remained closed as of the end of February, 
1975. The decision to close the two operations was based 
strictly on business reasons, as indicated elsewhere. The 
Mmoniy labor intensive production operation is now located 
in a single facility in Jackson County. At the end of 
September, 1974, total employment at Possum Trot was seventy- 
one. However, employment was down to thirty-one at the end 
of December, 1974. Total investment in the Possum Trot 
Corporation--—including those made in Rockcastle Wood Products, 
East Lake Industries, and Mountain Toymakers before they 
combined--is $394,200. 

In the financial analysis which follows in a 
subsequent chapter, the Possum Trot Corporation is 
considered from April 1, 1971, when the three firms 
meered SlLage Lil of the development process described 


Carlier. 


Outdoor Venture Corporation 
The Outdoor Venture Corporation (OVC) is the first 
of two business firms formed with JSC assistance through 
ae entrepreneurial search approach. OVC manufactures and 
markets low-priced, medium-quality camping tents and 
accessories through discount stores and other sporting goods 
retailers. The company was formed in August, 1972, by two 


entrepreneurs who invested $130,000, and JSC, which invested 
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$100,000 in common stock and $120,000 in convertible deben- 
mires. The company is located in Stearns, a small mining 
igen in McCreary County. 

A brief discussion of the entrepreneurial search 
as it relates to OVO will provide an operational definition 
of its process and how it has been used by JSC. 

The two principals were located by an INED Associate 
through a member of a Knoxville, Tennessee, financial con- 
Seecine firm. Subsequently, their entrepreneurial abilities 
and management skills were evaluated through an entrepre- 
neurial workshop conducted by the INED staff. As one of 
the principals described it, the workshop was successful in 
demonstrating the SELct Ee] since and weaknesses 
ee in pointing out areas Cf Vecrentigl dasificultye A business 
plan was constructed, evaluated, and modified with INED's 
assistance and then presented to JSC for assessment as a 
possible venture capitalist. An agreement was then negoti- 
ated to satisfy JSC objectives as well as those of the 


zB 
ior epreneur. 


tas in all JSC debenture purchases (and SVCDF 
Sebenture purchases, to be discussed in the next chapter), 
the intent is equity and not debt. The debentures were used 
as a device to provide ownership and control to the entre- 
preneurs while still protecting JSC objectives. Debenture 
purchases will, accordingly, be treated as equity in the 
analysis presented in a subsequent chapter. 


“Interview with J. C. Eegnew, President of OVC, in 
Stearns, Kentucky, February 24, 1975. 
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PeMowesh Tie Venture gereement is considered 
proprietary information and was not made available to this 
researcher, discussions with participants have indicated 
the general outiine which the agreement may have followed. 
The concepts of ownership and control are primary issues. 

The concepts are most important, but they are separable. 

Ownership defines the division of the gain while 
Semurol defines the division of management responsibilities. 
memceceplLing a minority position, JSC gave the entrepreneurs 
Beso majority ownership and control. However, by the terms 
Mecebpenture convertibility, entrepreneur performance and 
actions must remain within certain boundaries or the 
debentures convert to equity at JSC option. As examples, 
such conditions probably include a minimum sales-profit 
performance, agreement to remain within the impact area, 
and local hire to the maximum feasible extent. Through such 
mmeeemed conditions, JSC is content with a protected minority 
meotulon while not having to cope with the problems of either 
Management or ownership. The JSC investment, however, is 


Clearly intended as equity. 


Phoenix Products, Incorporated 
ie sSccCOMd tl icmecacabliched through the entrepre— 


neurial search approach commenced operations on November 1, 





linterviews with Brian Hastepu, INED Associate, <0) 
Belmont, Mass., September 9, 1974; and Egnew, OVC. 
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m75. The entrepreneurs were brought together with JSC 
ferouch the INED workshop process. The financing provided 
by JSC under the venture agreement is similar to that 
provided to OVC. The agreement negotiated with Phoenix 

is also probably similar to the OVC-JSC agreement, with 
Similar safeguards for the minority position. 

Phoenix Products is located in Jackson County, about 
jen miles from the present Possum Trot facilities. MThe 
Broauct line includes four models of fiberglass kayaks. 

The JSC investment was $50,000 in common stock and $55,000 
in convertible debentures. 

The initial experiences of Phoenix Products were 
most frustrating and eRe ie. Delays in obtaining OED 
approval of the venture meant Missing part of the first 
year's potential in sales in a seasonal market. Orders 
taken in anticipation of early approval could not be filled 
on time. The firm was branded with a reputation for poor 
delivery before it began operations. Both entrepreneurs 
were incapacitated through illness or injury throughout 
substantial periods of the first year when, typically, 
decisions and changing conditions are critical to the 
survival of a young isan. The unanswered question which 
arises in discussion of Phoenix is whether the venture would 
have survived without the personal commitment of the entre- 


preneurs. Now in its second year of operation, Phoenix 
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Products 1s projected to increase its sales volume substan- 


& 


tially and to attain the break-even point. 


Other Activities 
Appendix B provides a pictorial representation of 
the development and growth of JSC activities. Included is 
a brief description of ventures and other projects which 
Bre Not of direct interest to this research. 
The JSC capital investment in the economic develop- 
ment of its impact area through December 41, 1974, is 


summarized in table 9. 


TABLE 9 
JSC CAPITAL INVESTMENT IN IMPACT AREA ECONOMIC 


DEVELOPMENT THROUGH DECEMBER 41, 1974 
(Cimsthewocamadsmol «dollars ) 


tmeea le ear 


vu We L975 1974 ie Total 


Eossum Trot Vo Ome Se 2G loon 7 12.9 494.2 
Lawson Furniture DOs Zen 25020 DEO oe 
Secaoor Venture eeoad AOE 
fmmocnix Products ALONG, IODA 
Other 40.0 67.4 On INCAS) 

ei; a1 emO ely eeoeeO/7 7.) @ 118.4 — 250.0 1, 44761 





NOURCE: Job Start Corporation, "CDC Investments in 
Wentures," OHO Form 294, as submitted to OEO in the Quarterly 
Monitoring Report for-the years 1970 through 1974. 
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Sunmary 
This chapter has presented a philosophical back- 


a 


ground and activity summary to illustrate the evolution of 
the JSC approach to venture establishment. Movement from 
Sole reliance on the community resource rationalization 
approach to apparently complete reliance on the entre- 
preneurial search approach, followed by modification of the 
Hatter to effect a combination of the two approaches, has 
been described. The next chapter provides similar treatment 
of the Southwest Virginia Community Development Fund and is 
followed by a comparative analysis of trend and other data 


relating to venture economic performance. 





CHAPTER V 


THE SOUTHWEST VIRGINIA COMMUNITY 
DEVELOPMENT FUND 


[USTs Ch OlGie Ke ameyal 
This chapter presents the second case study of a 
@eeertromn which ventures were selected for study. ‘The 
development of the physical and philosophical settings for 
the Southwest Virginia Community Development Fund closely 


follows the presentation pattern of chapter IV. 


Background 
The Southwest Virginia Community Development Fund 


(SVCDF) impact area offers a number of contrasts as well as 
Similarities to that served by the Job Start Corporation. 
memes classified by the OKO as a rural CDC (as is Job Start) 
and employs a strategy of community economic development 
which is basically compatible with other rural CDCs. 
However, of the three geographical areas included in the 
impact area (see fig. 5), one is urban and two are rural. 
The urban area population is predominantly black and the 
Sarai areas are overwhelmingly white. 

The northwest section of Roanoke City (Census 
meets 7 and 8, plus parts of six other census tree igh) 


Was about 40 percent white and 70 percent black 
. 126 
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ial co, a ratio which changed to 77 percent black and 

24 percent white in 1970. Unemployment was estimated by 
the Roanoke City Planning Department in 1970 as approaching 
5, percent. Many of those who are employed found their 
employment outside the community, with few of the economic 
benefits flowing back into the community. Fully 29 percent 
of those employed in Census Tracts 7 and 8 in 1970 were 
employed as private household or service workers. * 

Craig County 1S rural and mountainous. Although 
Unemployment approximated that of the state of Virginia in 
1970 (4.5 percent versus 4.0 percent),? it 1S significant 
to note that 59 percent of those employed worked outside 
their county of residence. This is well above the overall 
wareinia figures.° No dentists, one doctor, and only two 

southwest Virginia Community Development Fund, 
wProposal for Special Impact Funds," Blue Ridge, Virginia, 
meri’ 4+, 1969, p. 10. | 

“Southwest Virginia Community Development Fund, 
ePrait Proposal Application for Refunding of Special Impact 
Memes, koanoke, Virginia, October 143, 1972, sec. III. 


Stewart Lichtman, "Southwest Virginia Community 
Development Fund," Washington, D.C., n.d., p. 2. (Mimeographed.) 


n.S.. Department of Commerce, Bureau of Census, 


Census of Population and Housin O70.) Census Tracts. Fina! 
Report EHC ens Roanoke, Virginia SMSA, Table P-4. 
U.S. , Department of Commerce, Bureau of Census, 


Beeauy and City Data Book, 1972: A Statistical Abstract 


supplement, Table 2, Counties. 
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nonretail businesses (a sand and gravel plant and a pajama 
manufacturer) were doing business in the county in iocoe. 
Craig County lies within the Jefferson National Forest and 
has only marginal agricultural activity and capability. 

POECT OUP COUNGyY tS rural and uUnindustrialized and 
is rapidly becoming a bedroom community for Roanoke. 
Original residents are leaving the county because of the 
rising costs of living which accompany suburban development. 
Unemployment is not high because of out-migration, but, as 
is frequently the case, those remaining behind lack salable 
skills and live in rural poverty. The out-migration poses 
a problem to nearby urban Roanoke because many of the 
migrants have gone there as the closest urban eee 

table lO summarizes pertinent demographic data, 
while figure 5 (p. 127) provides a geographic perspective 
for the impact area. 

Po losepny of Puciness 
Venture Establishment 

In early 1969, the major anti-poverty program in 
Roanoke was a Department of Labor-sponsored manpower 
training program under the supervision of an Opportunity 
Sgovictrialization Center (OIC). The OIC, in turn, acted 

1 Southwest Virginia Community Development Fund, 
"Proposal for Special Impact Funds, pp. 19-22. 

“office oi, jhe oniomic Development, "Southwest Virginia 


Community Development Fund--Briefing," Washington, D.C., 
mapout 1973), p. 56. (Mimeographed. ) 
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TABLE 1O 


DEMOGRAPHIC AND SOCIAL DATA FOR IMPACT AREA 
SERVED BY SOUTHWEST VIRGINIA COMMUNITY 
DEVELOPMENT FUND 


ee oO 
a) Pe P Pe a) 
eo ot a 
8 » os 0 © 
O 2 Ee EH 40} 
© > ® ® ® Tan! 
Oo x“ U) “4 ae S 
60 TREN. OAs OD oO “cd 
| oO Ss = 70 S 60 
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S fea) Mm O ea O oe = 
1970 Population 3,524 16,195 6 , 365 4 681 92.415 — 
White 3,524 16,702 394 529 7h 167 ror 
Negro a 1,485 5,966 bh 146 17,704 _ 
Percent Negro .. 8.2% 93.7% 88.6% 19.3% Aa 
Median education 
level attained : 
MP adults 25 8.9 10.4 9.1 9.3 ae. Tal s'7 
and over 
Percent workers 
working outside 4 é 0 
Bounty of 59.0% Ome poe 3, Suis 39.9% 
residence 
Percent families 
below poverty 18.0% 11.2% 30.7% 22.4% 10.9% see 


level 





SOURCES: Roanoke City data: U.S., Department of Commerce, Bureau of 
Census, Census of Population and Housing, 1970: Census Tracts, Final 
Report PHC(1)-17 , Roanoke, Virginia SMSA, Tables P-1, P-2, P-3; 

Botetourt and Craig County data: Idem, County and City Data Book, 1972: 
A Statistical Abstract Supplement, Table 2; 

Virginia data: Idem, Census of Population, 1970: Final Report PC(1)- 
C46 Virginia, Table 124. 
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meaer Lhe direction of the local Community Action Agency, 
Total Action Against Poverty (pap). In the late spring 
of 1969, TAP submitted a successful application for Special 
Impact Funds to establish a community development corporation, 
the Southwest Virginia Community Development Fund, intended 
to serve the impact area of Northwest Roanoke, Craig, and 
Bovet ourt Counties.“ 

| The goals of the new CDC were generally to create 
income producing businesses and conduct needed social 
programs in the impact area. Maximum resident and business 
involvement was to be encouraged, and control vested in a 
broad—based board, representative of the participants. 
Real participation of residents in decision making and the 
financial investment process was considered essential.” 

The composition of the board of directors provides 
am indication of the desire for broad community participation 
and community control. Of the twenty-eight members, four 
were to represent Northwest Roanoke; three, Botetourt County; 
Seamwome, Craig County. The remaining twenty were to repre- 
sent existing service and professional organizations in the 
area, such as NAACP, YMCA, and Chambers of Commerce. * 

: lhichtman, "Southwest Virginia Community Development 
Fund," p. 3. 


“Center for Community Economic Development, Newsletter, 
my >, 1972, po. 2-10. 


? Southwest Virginia Community Development Hhobeiel 
"Proposal for Special Impact Funds," p. 29. 
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The decision process regarding business venture 
establishment was divided into three areas of responsibility: 
ie Ldeas for projects could originate in any part of 
the organization. However, each community, through 

proposed general membership organizations, was 
specifically encouraged to develop ideas based on 
the peculiar needs, interests, and resources of its 
members and area. 

Eee oectLtLing of priorities for feasibility studies of 
project proposals submitted was the responsibility 
Ol Ghee board sor “directors. Again, the intluence 
of the communities and involvement in their own 
development is apparent. 

4. The SVCDF staff was either to conduct the feasibility 
study or to monitor the performance of a consultant 
conducting the study. The staff and the board would 
then have the task of making the final decision, but 
not without substantial community involvement.+ 
It 1s worthy of note at this point that the process 

described in the initial proposal has remained substantially 
unchanged in the six-year history of SVCDF. The desire for 
community control and involvement is clearly illustrated in 
the concept and the way it was implemented. The two SVCDE 
business enterprises to be studied in the present research, 
Gainsborough Electrical Manufacturing Company and Botetourt 
Cabinet Corporation, evolved along the decision line 


indicated. Development of both ventures required the 


rationalization of community resources. 


Affiliated Community Organizations 


iiewdesire and intent to foster community involvement 
in economic development is apparent in both the previously 


Itpid., p. 44. 
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menbtoned goals and their implementation through a board of 
directors drawn from community organizations. The SVCDF 
actively encouraged the formation of general membership 
organizations representing the poor and disadvantaged of 
each of the sub-areas it served. As noted, these organiza- 
tions were considered a prime source of ideas for projects 
designed to foster community economic development. 

The original funding request to OEO contained only 
one enterprise proposal, an electrical wiring harness 
Manufacturer. ‘This proposal was not fully developed at the 
time, and substantial additional planning was required 
before it could be implemented. The newly formed, small 
SVCDF staff and agpomasoababinee of the General Electric 
Company (Salem) who were assisting in.development of the 
new venture were all inexperienced in the problems and 
process of new business startup. Therefore, the company 
was not formed until August, 1970, and operations were not 
begun until September.~ 

The problems and delay experienced in creating 
visible results had a similar, concurrent effect on community 
Sesanizing efforts. However, with the commencement of 
operations by the wiring harness manufacturer, a credible 


program and image were established. At this time, only a 





Southwest Virginia Community Development Fund, 
"About the Southwest Virginia Community Development Fund," 
February, 1974, p. 4. (Mimeographed. ) 


a 


Single community general membership organization was in 
existence, the Craig Improvement Association.- ine 
Botetourt Improvement Association was formed in March, 
1971. The third general membership organization, the 
Community Organization for Research and Development, was 
formed in the summer of 1972 by the residents of Northwest 
Roanoke. 

The SVCDF has considered several variations of a 
plan to place ownership of the business ventures in the 
hands of the general membership organizations. The final 
version was described in the latest refunding proposal. 

It proposed the creation of a for-profit holding company, 
the Southwest Virginia Community Development Corporation 
(SVCDC). All of the stock in the ventures would be trans- 
meerco trom the nonprofit SVCD to the new, for-profit 
eVCDC. Twenty percent of the stock in each venture would 
oem De transferred to the general membership organization 
in whose area the venture was established. Another 10 per- 
cent of the stock would be set aside for venture manager- 
PmplOoyee incentive programs. The remaining 7O percent of 
the stock would be retained by the holding company. 
Through this device, further community involvement and 

tT ichtman, "Southwest Virginia Community Development 
Band," p. 6. 


“Southwest Virginia Community Development Fund, 


Quarterly Monitoring Report, submitted to OEO, September 11, 
1974. | 
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a sense of ownership and commitment should result.” 

Development of the SVCDF board, cooperation between 
the staff and affiliated general membership organizations, 
commonality of purpose, and direction have all been slow in 
coming. Among the obstacles were slow development of leader- 
ship in the community and a feeling that the venture should 
back the community instead of the community backing the 
venture. Although the community controlled the ventures 
marough the board of directors, an understanding of the 
responsibility, authority, use, and power of that control 
was slow in developing. 

Although venture stock is to be transferred to the 
eeneral membership organizations, the present state of 
those ventures indicates that their self-sufficiency is at 
meob a long-range goal. Little in the way of profit distri- 
bution is likely to accrue to the general membership 
organizations soon. For the foreseeable future at least, 
M@aienseneral membership organizations must continue to rely 
on SVCDF for both monetary and personnel support.° However, 
iiiey will continue to provide ideas for community development 

; lsouthwest Virginia Community Development Fund, 

"Application for Refunding of Special Impact Funds, Febru- 
eevee, 19/75--January 31, 1977," Roanoke, Virginia, 
Mevemper 26, 1974, sec. III, pp. 40-45. 


2 gate TOES Virginia Community Development Fund, 
Seratt Proposal Application," sec. II. 


> Southwest Virginia Community Development Fund, 
Meoplication for Refunding," sec. II, p. 12. 
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projects, assessment of community need, and availability of 
mmportant resources for development. 

All three general membership organizations were 
incorporated in 1974. It is interesting to note that non- 
profit status was not indicated in the incorporation papers, 


meaying open the option of politically oriented activity.+ 


iMexeleumeyiL Me buarele Liaw: 
The SVCDF is considered a rural CDC despite the fact 


that one part of its impact area is urban. Table 11 provides 
meeaoulLalion of funding provided to SVCDF under the Special 
Impact Program. For comparative purposes, totals for rural 
CDCs are also provided. Funds are indicated in the fiscal 
year received, although expenditure may occur throughout a 
meotram period exceeding one fiscal year. Venture and 
administrative fund expenditures are also indicated to provide 
Pmpcropective on the relative size and division of effort in 


fe oVCDF progran. 


Board Of Directors 
The original concept for board of director member- 
ship provided that twenty. of the twenty-eight members would 
come from established community service and professional 
Setanizations. Not all such organizations invited to 


participate have done so. With the transfer of partial 
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ownership and accompanying growth in vested interest and 
control within the general membership organizations, the 
mere for other community organizations on the board of 
directors 1s greatly diminished. As a result, current 
membership on the SVCDF Board is limited to representation 
Seeune three general membership organizations. Community 
service organizations may attain representation through 


the general membership organizations if desired.* 


Other Problems 

Management and entrepreneurial skills are normally 
developed in the course of training, education, and work 
Sepermience. such skills were largely nonexistent within 
the three communities. Committed as it was to community 
resource rationalization in business venture establishment, 
the shortage of such skills within the community presented 
difficult problems to SVCDF and to its ventures. Managers 
from within the community were hired and essentially trained 
on the job. Similarly, no available reservoir of skills 
existed among the members of the community work force. 
mince one of the goals of SVCDF is the creation of jobs for 
local residents, development of manual and technical skills 


Peesouhad to occur on the job.* Import of such resources 





linia. 


“office ol EC onomie Development, "Southwest Virginia 
Community Development Fund--Briefing," pp. 36-37. 
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from outside the community was simply not compatible with 
the goals and objectives of the SVCDF. This factor was to 
plague the operations of the electrical wiring manufacturer, 


meewil!l be discussed in a later section. 


An Evolving Philosophy 


Venture Selection 

In describing their goals and objectives for the 
two-year funding period beginning February 1, 1975, the Staff 
and Board of Directors of SVCDF appear to be subtly changing 
emphasis. The overall, general goal of community control 
fmemaios, but its definition of community control seems to 
De undergoing rethinking. The sub-goals relating to venture 
@eveloOpment and community development also remain, but the 
approach to achieving them seems also to be changing. 

Previous activities and procedures in establishing 
ventures have emphasized community involvement and control. 
For example, community organizations have served as prime 
sources of ideas for new ventures. Substantial staff and 
board time are devoted to deliberations and decisions related 
to these suggestions. While this will continue, added 
emphasis may be expected on Selection of projects which show 
economic promise but may originate from other sources. 
Community development and involvement will continue to be 
important but may be expected to be viewed somewhat more 


distinctly from venture or business goals. That success 
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in meeting the broader goals depends to a great extent on 
autainment of venture development goals is a conclusion 
meat seems to have become central. 
Conversations with the executive director indicate 
that complete reliance on community resource rationalization 
with accompanying total ownership may not be the only SVCDF 
strategy in future venture selection and development. Should 
@ promising venture and entrepreneur come along, an appropri- 
ately protected and defined minority position could be quite 
acceptable to the SVCDF staff and board of directors as 
being well within the boundaries of community control. 
Whether SVCDF philosophy has evolved to the point where the 
CDC would actively engage in entrepreneurial search as the 
Job Start Corporation does is a question which remains to 


be revered. < 


JEAalo)Ie 12612) 0) abd Lame y's 

The new emphasis on venture profitability and 
wi—-sustenance appears to derive from the conviction that 
profits are essential to the achievement of the broader goals. 
Only through sustained profits can venture growth be expected. 
Numbers of jobs and training opportunities will increase as 
meorrect result, contributing directly to the achievement of 

southwest Virginia Community Development Fund, 
Sepplication for Refunding," sec. V, pp. 16-17. 

“Interview with Thomas Morse, Executive Director, 


Southwest Virginia Community Development Fund, in Roanoke, 
Virginia, February 26, 1975. 
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community economic development.* The emphasis on venture 

prolitvability appears to be consonant with the stated OED 

policy of short-term profit maximization as a goal for CDC 
ventures.“ 

The decision Se anenee. BespoOnorblilavy, and Cri pemre 
for closing a business and terminating an investment are 
further indications of the developing philosophy regarding 
venture profitability. An examination of financial data 
contained in a later section of this study shows that at 
least one of the SVCDF ventures is experiencing difficulties. 
Weersions will soon have to be made regarding its future. 
Should the decision be made to terminate, it will be made 
almost exclusively on the economic viability of the venture. 
Mie board of directors of the firm to be terminated will be 
Soe bone primary decision level, but the SVCDF, as 100 percent 
owner, will be directly involved. The executive director 
of SVCDF firmly believes that the board members are suffi- 
Clently committed to the concept of venture profitability 
as a prerequisite to community development that economic 
viability will be the determinant rather than any purely 
social concept or commitment. He also believes that the 


community understands the need for economic success in its 


southwest Virginia Community Development Fund, 
eoolrcation for Refunding," sec. II, p. ll. 


“office of Economic Development, "Policy Statement 
Sieopecial Impact Program," p. 9. 
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ventures. This does not alter the fact that any such closure 
would be a major setback but is an indicator that the com- 
munity 1s now resilient enough to accept such an event and 


will not withdraw its support of SVCDF as a result.2 


Summary 

The picture which emerges is one of movement along 
a philosophical continuum from a point where idealistic 
solutions were sought in response to real-world problems, 
toward a point where compromise iS possible and where situ- 
ations do not require a 0,1 response. An additional wide 
range of possibilities for investment is being explored 
mone with other activities, which might not have been 


considered three years ago. 


Growth of SVCDF 

In this section, a brief overview of SVCDF growth and 
development is presented to provide a perspective on the 
types and dimensions of activity in which it has engaged. A 
more detailed narrative is presented of the two ventures that 
meenol Particular interest to this study, Gainsborough Elec- 
trical Manufacturing Company (GEMCO) and Botetourt Cabinet 
Corporation (BCC). The next chapter presents detailed 
financial and trend data together with a comparative analysis 
of the business performance of the six firms providing the 
Mots tor this study, including GEMCO and BCC. 


linterview with Morse, SVCDF. 





14-4 


GEMCO 

The original funding request for Special Impact Funds 
as Submitted by the Community Action Agency provided for the 
formation of an electrical wiring harness manufacturer. 
Mssistance was provided by the General Electric Company (GE) 
(Salem, Virginia, division) in development of the business 
plan. Acceptance and funding by OED was influenced in part 
by GE's agreement to become a major purchaser of the output 
of the new firm. Progress after funding, however, was slow. 
mimovCLDr staff had to be formed to conduct all of the 
activities envisioned in the community economic development 
milen, including the venture establishment. The executive 
Serector was not hired until October, 1969. Neither the 
newly formed SVCDF staff nor the GE personnel involved had 
had extensive experience in venture seat. Therefore, 
it was September, 1970, fifteen months after initial OEO 
funding, before operations commenced at the GEMCO facility. 

The initial SVCDF investment in GEMCO totaled 
$47,000. Total investment by SVCDF through December, 1974, 
was $375,200. This amount includes a recent investment of 
$75,000 toward the development of a plastic injection molding 
Capability to be developed in calendar year 1975. 

lunless otherwise noted, material for this section 
was developed from the respective SVCDF Quarterly Monitoring 


Reports submitted to the Office of Economic Development 
uring the period 1970 through 1974. 
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The primary investment instrument used by SVCDF is 
a three-year convertible, renewable debenture. The intention 
meeovCDE is that the debenture represent capital investment 
and not long-term debt. EGuiGy catemmedaon the baleaace 
sheet since formation of the company totals $40,700, but the 
amount treated as equity in the analysis presented in the 
next chapter includes SVCDF debentures as investment capital 
merner than debt. 

| A major goal of GEMCO has been the development of 

Substantial sales to customers other than GE. However, 
throughout its four-and-a-half-year history, sales by GEMCO 
to GE have averaged between 65 and 75 percent of the annual 
totals. Other customers have included IBM, Sperry-—Marine, 
B@omwestern Hlectric. 

Among the serious problems encountered by GEMCO 
have been quality control and management information system 
@evelopment. As an example of quality control problems, in 
January, 1974, Western Electric returned $2,800 worth of 
harnesses on which the harness wiring had been damaged during 
mene Stripping operation of fabrication. This one lapse 
ultimately led to the scrapping of about eighty harnesses 
and a $9,600 loss in February, 1974, alone. The institution 
of proper controls and inspections resulted in a net loss of 


$20 per harness on subsequent Western Electric production. 


interview with Morse, SVCDF. 
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In mid~1973, an error was found in finished goods 
and work-in-process inventories which had produced over- 
statement of profits throughout the year. Both problems 
are not uncommon in new, small businesses. 

GEMCO began its operations with twenty-one employees 
in September, 1970, and employment exceeded sixty by the end 
of 1974. Sales (net in current dollars) grew from about 
meeeOO00 in its first full year of operation to about $517,000 
in the fiscal year ending July 41, 1974. <A $25,000 bank 
line of credit has been arranged through the pledging of 


specific receivables. 


Botetourt Cabinet Corporation 

Planning for the second major venture by SVCDF 
began in January, 1970, with an original target for commence- 
ment of operations of July, 1971. The Botetourt Cabinet 
Corporation was formed to produce low-cost, medium quality 
kitchen cabinets for new housing construction, using an 
assembly clip device which would allow easy assembly of 
components at installation sites. Ironically, the potential 
mene Clip device was never fully realized, and cabinet 
shipments have been in fully-essembled condition.+ 

Initial SVCDF investment was set at $200,000, with 
a group of six local Roanoke banks investing $280,000 under 

linterview with Richard M. Long, Director of Business 


Planning and Research, SVCDF, at the Botetourt Cabinet 
Corporation, Fincastle, Virginia, February 27, 1975. 
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SBA guarantee of 90 percent. The financing arrangements 
meme a mos, complete by July, 1971, but difficulties in. 
obtaining OEO approval of feasibility and market studies 
caused substantial delays. A new building was constructed 
in rural Botetourt County near Fincastle, and operations 
finally commenced in September, 1972. Initial SVCDF invest- 
ment by that time had risen to $270,000. The SVCDF investment 
through 1974 totals $545,000. SVCDF investment instruments 
ia BCC are renewable, convertible debentures, but are 
treated as capital investment in the analysis which follows 
an the next chapter. 

Management information system errors were found 
ioeBec records in mid-1974. Understatement of Cost of Goods 
mold resulted in overstatement of profits in BCC's first 
several months of operation. A similar problem appeared in 
early 1974. 

Perhaps the most serious problem faced by BCC has 
een) a negative cash flow, first reported in October, 19/3. 
At the end of March, 1974, cash available was $17,000 
feainst a goal of $160,000. In July, 1974, cash on hand 
was reported as $28,400 against a goal of $211,800. At the 
end of the fiscal year, November 30, 1974, cash on hand had 
fallen to $1,400. Several factors contributed to this 
Situation. The rapidly rising cost of materials throughout 


1974 found BCC using higher-cost materials in fulfillment 
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of contracts consummated earlier and based on lower 
materials costs. Additionally, the average age of accounts 
receivable increased rapidly to 75.7 days by October, 1974, 
against a goal of 64 days. The depressed condition of the 
housing industry 1S in some degree responsible for this 
increase and has prompted BCC to enter the replacement and 
repair market for kitchen cabinets. 

BCC began its operations with twenty-three employees 
and had twenty-eight at the end of November, 1974. Its 
first-year sales were $379,000, and second-year sales 
f7oe.400 (net at current dollars). As with all SVCDF 
ventures, almost all employees were recruited from the 


impact area. 


Other Activities 
Appendix C provides a pictorial representation of 
mac development and growth of SVCDF activities. Included 
is a brief description of ventures and other efforts 
momen are not of direct interest to this study. 
Table 12 summarizes SVCDF capital investment in 
the economic development of its impact area through 


December 41, 1974. 


Summary 
This chapter has provided a philosophical background 


and activity summary to demonstrate the application of 


community resource rationalization as pursued by SVCDF in 
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TABLE le 
SVCDF CAPITAL INVESTMENT IN IMPACT AREA ECONOMIC 


DEVELOPMENT THROUGH DECEMBER 41, 1974 
(in thousands of dollars) 


Fiscal Year 


7 1972 1973 1974 LS: Total 


GEMCO 1OZ2 sO VS ee oA OF ©) Wy oO Sb ae 
BCC BS r0, aR OP OIE SOS, 545.0 
Craig Furniture BE026 BAlOele, 
Impact Housing 6225 LEAS, VIS: 
Cherry Hill | ) lee i Be 
Other lipre®. eS PLe) b5.00 EO oO.© 

Total yO tOpe, =e. 556.5 54250 1,469 52 


SOURCE: Southwest Virginia Community Development Fund, 
"CDC Loans and Loan Guarantees--Loans and/or Loan Guarantees 
Seesctanding," OFO Form 294, as submitted to the OEO in the 


feeesecnly Monitoring Report for the years 1970 through 1974. 
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| 
achievement of its community development goals. The one 
chapter presents a comparative analysis of the economic 
meriormance of ventures generated under the entrepreneurial 
and community resource rationalization approaches to 


Wenuure establishment. 


CHAPTER VI 
RESULTS 


MiomoeMe oO 

Previous chapters have established the existence of 
variations in approach to the achievement of community 
development. These variations rest largely on concepts of 
community control and the degree to which business ventures 
established to foster community development must be subject 
to such control. The two approaches to business venture 
Ssveablishment which are of interest to this study reflect 
the conflict among mixed objectives-—-social, political, and 
meOoomic. | 

In this chapter, data gathered as described in 
Chapter I are presented and analyzed in order to provide 
answers to the subsidiary research questions, which in turn 
will support an answer to the primary research question: 
meomtnere differences in the economic performance of rural 
Community Development Corporation manufacturing ventures 
established through the eniec ore nsurial search approach 
and those established under the community resource 
rationalization approach? 

To this end, the presentation of results is 


organized around the subsidiary questions, each of which 


Use, 


luSgt 


is presented in a separate section to be developed as 
mollows: 

1. Statement of the subsidiary question 

eo. Specific performance measure definitions 


4. Data presentation, analysis, and conclusions 
relating to the subsidiary question 


The discussion of the subsidiary questions is 
prefaced by a brief examination of data collection results 
and a restatement of the methodology as introduced in 
Chapter I. The subsidiary question discussion is followed 
by a synthesis of answers to the subsidiary questions 
which will Support conclusions regarding the primary 


research question. 


Dagar colUlecy tem 

As indicated earlier, two visits to each CDC site 
were required to supplement and validate data gathered at 
OEFD. Neither source alone would have been adequate to 
mapport the study. 

Primary reliance for basic financial information 
was placed on audited statements. For BCC, GEMCO, OVC, and 
Phoenix, the audits were readily available and provided 
Sound basic information. However, only two annual audits 
for Lawson Furniture could be found and original financial 
data were not made available. Consequently, the financial 


picture was reconstructed through a detailed examination 
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Beequarterly reports submitted to OED, new product or 
expansion feasibility reports, refunding proposals, and 
Correspondence files. The picture thus constructed was 
reconciled with the audits that were available. 

Possum Trot posed a minor problem in that audited 
statements were available for all but six months of its 
life. These periods were reconstructed much as Lawson 
records were. They were then adjusted to reflect a 1974 
change in fiscal year, to end on March 41 rather than 
December 41. 

Data regarding the level of CDC Technical Assistance 
provided to the ventures were in some cases incomplete. 
Where it was necessary, the data were estimated (with the 
assistance of CDC personnel) on the basis of the amount of 
CDC administrative funds expended, the amounts of technical 
assistance provided other firms, the stage of life of the 
mete .e., startup, first year, etc.), and the narrative 
of CDC staff and venture activity provided in the monitoring 
ime DOr. . 

Government manpower training subsidies were not 
always listed separately on financial statements but were 
Simply included as other income. In these situations, the 
subsidies were estimated or apportioned from other records. 

As 1s to be expected in a research study, collection 
and reconciliation of data was a problem requiring diligent 


emrort. 
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Supporting data are included in appendix D. 


Methodology 


Data tabulations which follow are presented by 
venture and by the chronological age of the venture operation. 
This display facilitates the comparison of performance data 
for ventures of the same chronological age. The reader is 
referred to figure 2 (page 19), which illustrates the life 
Span of the ventures studied. It indicates the calendar 
meee Lhe iiscal year, and the chronological age for the 
venture operation. Also shown are the sponsoring CDC and 
mae sapproach used in establishment of the venture. The 
reader is reminded that this study does not auras to 
assign interval or ratio levels of quantification to the 
results of indicated venture performance. Rather, interpre- 
tation relies on trends and differences noted through 
performance comparison at the same venture age and on extrapo- 
lations based on past and current performance and future 
projections to provide a statement of ordinal quantification 
With regard to ventures and measures used. 

The general limitations of the data are again 
recognized. Of the two entrepreneurial search ventures, 
one has been in existence for two years and the other for 
only one year. However, the subject matter is time sensitive 
for the reasons indicated in chapter I, and if performance 


and performance-related strategy differences can be 





154 

identified, then the study and its conclusions can have an 
important effect on program administration. 

Only ravios are presenved ior comparative purposes. 
Hace used for ratio computation may be found in Appendix D. 

Finally, figure 6 provides an initial comparison of 
the ventures, in both size and growth in terms of annual 
sales (1971 dollars). It should be noted that Lawson and 
GEMCO have experienced sixfold sales volume increases over 
four years of operation while Possum Trot sales have more 
ian doubled in its four-year life. BCC sales increased by 
two-thirds and OVC sales by one-third in their second year 
of operation. Projections for the current fiscal year, 
however, show a reduction in sales growth rate for all 
ventures except OVC and Phoenix, both of which will substan- 
tially improve their sales performance of the past fiscal 


Beer. The last two are the entrepreneurial ventures. 


Presentation of Results 


First Subsidiary Question 


Peesunere diiferences in the generation of private 
source investment capital and debt financing? 


The answer to this question is of fundamental interest 


to this study because it focuses simultaneously on venture 


strategy, results, and future viability. 
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Fig. 6. Venture Sales Trend 
(semi-log display) 
(1971 dollars) 


(See appendix D, table 23, for supporting data.) 
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Performance measurement 

The general measure used is leverage.” However, the 
Specific measure takes four forms. The first of these is 
the more usual one of Total Debt divided by Total Assets. 

The second specific measure is Total Debt divided’ 
mameewC Investment in the venture. It is closely related to 
the Debt/Worth ratio because the CDC generally provides the 
only capital investment in a community resource rationaliza- 
tion venture. The entrepreneur provides capital in addition 
to the CDC investment. This calculation represents a rela- 
tionship between government investment, a particular form of 
equity, and the demonstrated ability of the venture to 
attract or successfully seek debt financing. Differences 
in the Debt/CDC Investment ratio then may indicate a 
different financial strategy or varying ability to attract | 
debt financing. | 

The third measure is a variation of the second in that 
it relates total government funds received to debt financing. 
itteaddation to the CDC investment, other government funds 
May be provided to the venture to defray operating or other 
-enses. These funds originate outside the Special Impact 
Progran, but, as will be shown presently, are of substantial 

tTeverage may be defined as the measure of the contri- 
bution of the owners as compared to debt financing. It has 
risk and gain implications for both owners and creditors. 
pee J. Fred Weston and Eugene F. Brigham, Managerial Finance, 


. ed. (Hinsdale, I11.: Dryden Press, 1972), pp. 21-23, 
ZO - 
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miportance to the viability of some of the firms see 
The third measure, then, relates Totai Government Funds 
fmeecived by the venture to Total Debt. It more directly and 
womolecely relates the venture'’s reliance on government 
manding to its reliance on traditional debt financing. 

The fourth measure examines the record of the ventures 
in attracting and utilizing outside sources of financing. 
Bueespecific types of negotiated debt, bank lines of credit, 
and long-term debt are related to CDC Capital Investment. 
mliese represent major sources of financing found in the 
financial structure of the ventures and provides a measure 
of the reliance of the venture on outside or nongovernmental 
financing. 

Heauea, analysis, 
and conclusions 

Table 14 provides the first comparison of leverage 
as defined above and as used by the six ventures. 

The following points apply: 

1. BCC shows the highest Debt/Asset ratio. More than 
Peepercent of BCC's debt is included on one loan carried by 
a consortium of Roanoke-area banks with an SBA guarantee of 
90 percent. Therefore, the bank exposure is only 10 percent 
of the outstanding balance. The remainder is government 
insured. Elimination of this factor reduces the BCC ratios 


to .167 and .425 for the first and second years of operation. 
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| 
ijiese are comparable to those of other ventures established 
through community resource rationalization. 
why: Won i ee ie 
LEVERAGE COMPARISON: TOTAL DEBT 
Dei BY TOPAl ASSES 


Fiscal Year of Venture Operation 


i C S 4 
Possum Trot - 064 OD, LUE O41 
Lawson MOIS Low AES Rea, 
GEMCO apliaa ise 2292 5 Salle. 
BCC ~ 824. 745 
OVC eee ~644 


Phoenix 2445 


SOURCE: Venture Financial Statements (see appendix D 
ieee 25, for supporting data). 

e. GEMCO's fourth-year figure is well above its average 
either before or after. 

4. Both entrepreneurial venture ratios are generally 
above those of other similar age ventures. However, OVC has 
a long-term, SBA-guaranteed loan for $350,000 outstanding in 
its second year of operation. Omission of this loan would 
memes bhe OVC ratio for its second year to .34D, which is 
Still somewhat higher than most of the other firms and a 


higher ratio than experienced in its first year of operation. 
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Table 14 provides the second comparison, relating 


Total Debt to CDC Investment in the venture. 


TABLE 14 


LEVERAGE COMPARISON: TOTAL DEBT 
DIVIDED BY CDC INVESTMENT 


Fiscal Year of Venture Operation 


1 o 5 Ay 
Possum Trot 5(Grel® ni S54 MLAS ~O48 
Lawson EOS0 -480 2O7 9 799 
GEMCO Sees ~ 147 7a nee 
BCC 1. 324 mae 
OVC | 23292 DOD, 
faoenix = SIOul 


SOURCE: Venture Financial Statements (see appendix D, 

maples 25 and 25 for supporting data). 
The following points apply: 

1. The same comments as above (pages 157-58) apply to 
meee OVC, and GEMCO ratios. 

2. Substantial variation between entrepreneurial and 
Sommunavy resource rationalization ventures are observed. 
OVC and Phoenix have used a greater proportion of outside 
Mepuethan have any of the other firms. Except for Lawson, 
the other firms use relatively little outside debt. Even 
in their initial years, when lack of performance history 
lessens the firm's attractiveness to creditors as a risk, 


both Phoenix and OVC have attracted such financine. 
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4. Table 14 does not provide the complete picture. 
Both entrepreneurial ventures have entrepreneur capital 
invested. This lowers the Debt/Worth ratio. The indications 
are that the entrepreneurial firm is able to obtain debt 
financing due either to different strategies, capabilities, 
Seetinancial structure or a combination of all three 
faccors. 

Table 15 provides the third measure, reinforcing 
the indications found in table 14 (page 159) and further 
emphasizing the relatively greater role of government funds 


Beeume community resource rationalization venture. 


PAD TS leo 


LEVERAGE COMPARTSON: TOTAL DEBT DIVIDED 
BY TOTAL GOVERNMENT FUNDS RECEIVED 


Fiscal Year of Venture Operation 


i & % dt 
Eoecsum Trot Oo O55 Oo 029 
Lawson Oe = 64 469 AS 
GEMCO oa las eLOG A OSie 
BCC Lees) 714 
OVC * DANS, 2) dye 
Phoenix 2009 


SOURCE: Venture Financial Statements (see Appendix D, 
tables 24 and 25 for supporting data.) 


The inclusion of all government funding provided to 


the ventures significantly increases the ratio denominator 
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for the community resource rationalization ventures. 
This 1S illustrated by the fact that the ratios for those 
ventures declined relatively more than did the entrepreneurial 
ventures. 

Table 16 provides the final measurement of leverage, 
relating bank lines of credit and long-term debt to CDC 
Investment Capital. These are major types of outside funding 


used by the ventures. 


TAR eG 
LEVERAGE COMPARISON: AVAILABLE BANK LINES 


OF CREDIT AND LONG-TERM DEBT DIVIDED BY 
CDC INVESTMENT CAPITAL 


Fiscal Year of Venture Capital 


/ 2 3 mm 
Possum Trot O O O peee 
Lawson — O O 27S BOOS 
GEMCO 214 ~ 149 le alas 
BCC Oy, 5 Ole) 
OVC 1. 464 Dr olay 
Phoenix delet 


SOURCE: Job Start Corporation and Southwest Virginia 
Community Development Fund, 1975 (see appendix D, table 26 
for supporting data). 

As indicated earlier, two of the ventures, BCC and 


OVC, have negotiated long-term, SBA-guaranteed loans arranged 


through local area banks. 
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Hach of the ventures, except BCC, has successfully 
negotiated some level of bank line of credit. However, the 
Entrepreneurial firms have attracted a greater total level 
relative to CDC Capital Investment than have the other 
Bencwures. 

iimeiadc Deen Vemonsenabed Goak ENC COMmMmuniuw LoSoumce 
rationalization ventures rely more heavily on government 
funding. The corollary is now apparent: the entrepreneurial 
ventures attract and utilize a higher proportion of outside 
Pamnancing. The consequences of these conclusions will 
mecome more apparent when the Return on JInvestment for the 
meet rms is examined in the next section. 

The first subsidiary question must be answered 
affirmatively: differences do exist in the generation of 


private source investment capital and debt financing. 


Second Subsidiary Question 
Are there differences in profit-income performance 
and elapsed time from inception or startup to 
break-even? 
Performance measurement 
The measure used here is Return on Investment (ROI), 
relating Net Income Before Taxes to Total Assets. ‘Two forms 
of that measure are applied. 
The first measure simply calculates the ratio of 


Reported Net Income Before Taxes to Total Assets. 
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As in the previous section, an effort is made to 
demonstrate the degree of reliance the venture places on 
government funding. To that end, a second measure will 
subtract the Annual Government Contribution to Operating 
and Other Expenses from Reported Net Income Before Taxes. 
The remainder will provide a different estimate of Net 
Income Before Taxes. The new estimate in turn will be 
related to Total Assets to provide a second estimate of ROI. 
Data, analysis, 
and conclusions 

Table 17 provides the first comparison of ROI as 


defined above. 


TABLE 17 


RETURN ON INVESTMENT COMPARISON: REPORTED 
NET INCOME DIVIDED BY TOTAL ASSETS 


Fiscal Year of Venture Operation 


i 2 3 4 5 
Possum Trot = Soi -.184 sen OlaG #07 Ga? 
Lawson +2515 +. B49 +2125 ~.086 joe 
GEMCO —~.545 Oa = 012 Seve eyo 
BCC =, gem 2300) (-)° 
OVC +.056 +.075 Coe 
Phoenix -. 442 eos 


SOURCE: Venture Financial Statements (see Appendix D, 
Sable 23 for supporting data). 


“Forecast for next fiscal year. 
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The following points apply: 

1. Only three of the firms have experienced profitable 
years-~Possum Trot, Lawson, and OVC. <A comparison indicates 
that Lawson is perhaps the most consistently profitable. 
However, a loss in the fourth year is followed by a projected 
loss in the fifth. Following early unprofitability, Possum 
Trot has experienced two profitable years in a row with 
meotitability forecast for the fifth year. 

©. OVC has suffered no unprofitable years, and both 
Phoenix and OVC are forecast to be profitable in the next 
fiscal year of operation. 

jee Clear patvern of ROL does not emerge in this 
meaele, however. 

iaote To eprovides the second measure of ROL, as 
defined above. 
The following points now apply: 

1. The government contribution to annual operating and 
other expenses has now been subtracted from the Reported Net 
Income Before Taxes to approximate the Net Income which 
would have been realized in the absence of such government 
funding. 

Eee Fossum Trot, GEMCO, and BCC have not had a single 
profitable year under the new ground rules. Lawson experi- 
eed proiits in its first two years of operation only. 


All are projected to lose money in the next fiscal year of 
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operation in the absence of continuing government contributions 
a 


memaeciray expenses. 


TABLE 18 


RETURN ON INVESTMENT COMPARISON: REPORTED 
NET INCOME LESS ANNUAL GOVERNMENT 
CONTRIBUTION TO OPERATING EXPENSES 
DIVIDED BY TOTAL ASSETS 


Fiscal Year of Venture Operstion 


1 2 3 4 5 
Possum Trot -1.636 ~. 338 Og ~. O46 jy 
Lawson OI “66, IS = 62 SENS ae 
GEMCO Gs = Be = Mey: =205 (22 
BCC BNE ~.379 (-)° 
OVC + O44 Oy j[s)- 
Phoenix ee oll Cae 


SOURCE: Venture Financial Statements (see appendix D, 
tables 23 and 24 for supporting data). 


“Forecast for next fiscal year. 


4. The past and projected performance of OVC and 
Baochyx remain relatively unchanged. This is due to their 
relatively less reliance on government contributions to 
operating and other expenses. 

4. Most of the funds provided by the government to 
defray expenses are in the form of manpower training funds 
and are applied against labor costs. This probably leads to 


Seme intentional inefficiency in the use of labor even to the 


a 
a 


LAD 
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extent of creating essentially unnecessary jobs. The effect 
®@f this probability is not quantifiable with information 
Mar lable. However, its presence is acknowledged. 

im summary, the enyreprencuraal firm relies mich 
less on government funding and may still produce a profit as 
demonstrated by OVC's past performance and OVC's and 
Paeenix's projections for the next fiscal year. 

The conclusion which can be drawn is that the 
Presence Citic Chace pDrencla: vance cnymepreenourlial “Capital 
cannot guarantee profitability, but the absence of non- 
sovernmental financing seems to indicate unprofitability. 

Ho the end of four years, all four community resource 
Rationalization ventures are still unprofitable under the 
second definition used. Should government funding terminate, 
venture survival would most certainly be in question. 

Under the second definition presented above, only 
two ventures have achieved break-even status. he ret oie: 
no conclusions can be drawn as to the relative time to 
ismeak even. 

The second subsidiary question must receive a 
qualified answer. The mere presence of an entrepreneur 
will not mean profitability. However, the entrepreneur 
relies less on government funding than do the other firms. 

tBreak-even is defined as four consecutive quarters 
Seemey profitability. Not all quarters require profits, 


but the net of the four when combined must indicate 
profitability. 
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Greater government funding replaces other-source funding in 
the community resource rationalization ventures. The absence 
Of government contribution to operating and other expenses 
would result in negative profits for these four firms while 
not affecting greatly the performance of the entrepreneurial 
firms. The answer to the second subsidiary question must be 


eeaqualified yes. 


Third Subsidiary Question 

Are there differences in the cost to the government 

foleyoD creéaved 7 
Performance measurement 

The measurement of cost.per job created raises some 

definitional and procedural difficulties. Different bases 
have been used in Special Impact Program studies to determine 
fade COSt. Hor example, the Job Start Corporation has used 
the total JSC administrative and investment expenditures as 
Pewcose. The job total used was the highest total number 
of employees for the year. This disregarded any fluctuation 
in levels of employment and ignored other government 
contributions to the ventures. The previously mentioned 
Abt Associations evaluation of the Special Impact Program 
mecd Goval cost to the government, including both SIP and 
non-SIP funds. This evaluation report then used "maximum 


gobs" as the denominator, referring to the total number of 


See above, pp. 88-90. 
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flees created over time by the venture without regard to 
fener the jobs continued to exist. Computations by JSC 
meeauced an average cost for the combined efforts of the CDC 
and not for individual ventures. The Abt Associates report 
aggregated costs only by groups of CDCs, rural and urban, 
mee@emot for individual CDCs or ventures. Neither of these 
procedures or definitions seem to serve adequately the needs 
of the present study 1n assessing job-—creating costs to the 
government. 

Three measures are offered here. The first relates 
maemo Oual Cost to the Government over the life of the venture 
memene Average Number of Jobs Created over the life of the 
venture. This measure suffers from fluctuation in employ- 
ment levels which have been experienced by five of the six 
ventures studied. | 

The second measure Simply relates the Cumulative 
Total Cost to the Government to the Average Annual Employment. 
migcbuatiorn in employment tends to distort real costs, but 
if average annual employment does decline as government 
investment increases or remains steady, then the efficiency 
ef the venture in creating permanent jobs may be questioned. 

A third measure generates cost per man-year instead 
Maecost per job. It 1s computed by relating the Cumulative 
Total Cost to the Government to the Cumulative Average Annual 


Employment. This measure presents a truer picture of 
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employment costs borne through government investment and 
subsidy. 

Measures of the types described above tend simul- 
meameously to overstate and understate the actual costs to 
mee Sovernment. Costs are overstated because, if employees 
were previously unemployed, they now represent reduced drain 
in terms of transfer payments and are also a probable source. 
Bnew Cax revenue. Costs are understated because it is 
most difficult to isolate and identify all government subsidy 
due to the variety of government programs available. 
faa, analysis, 
and conclusions 

Table 19 provides the cost-per-job-created comparison 


under the first definition above. 


TABLE 19 


Cost Ge GOVERNMENT Pin JOR CREATED: 
TOTAL COST TO GOVERNMENT OVER LIFE OF 
THE VENTURE DIVIDED BY AVERAGE NUMBER 

OF JOBS OVER LIFE OF THE VENTURE 


Cost per 
Venture Job Created 
inesisvsint Weert. thal Ar, eee 
Lawson L456 
GEMCO ON BEE 
BCC LOS Oy 
OVC 5 (O22 
Phoenix 55405 


SOURCE: Venture Financial Statements 
(see appendix D, tables 25 and e7 for sup- 
ferpIineldaca)e 
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Table 19 (page 169) seems to indicate that the entre- 
Mmencurial firms are more efficient in producing jobs than 
are the other firms. However, this 1S again related to the 
fact that substantially greater levels of government funding 
have been provided to the community resource rationalization 
memuures. Another important factor, inherent differences 
in capital-labor intensive characteristics, may be overridden 
by the magnitude of relative differences in government 
minding. 

It is probable that contractual agreements leading 
to additional government investment in entrepreneurial 
ventures will require a Similar increase in entrepreneurial 
investment. Similar matching fund requirements are not 
present in community resource rationalization ventures, 
which will result in perpetuating any differences that now 
exist. 

Table 2O provides a second comparison of cost to the 
Bormcimmenl per job created. 

Both the absolute costs to the government and the 
trends are of interest here. Possum Trot costs declined 
initially and rose sharply in its fourth year. lawson costs 
have risen steadily. Unless the government investment or 
contribution to expenses increases for the two entrepreneurial 
ventures, their costs will decline. Rising average costs 


are indicative of declining employment or increasing 
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government subsidy, or both. In either event, the trends 
which are rising are cause for concern and are indicative 


of lessening efficiency in providing jobs. 


TABLE 20 
COST TO THE GOVERNMENT PER JOB CREATED: CUMULATIVE 


TORAL’ COS ETO thE COVEN E DIVIDED BY 
AVERAGE ANNUAL EMPLOYMENT 


Fiscal Year of Venture Operation 


i 2 Z 4 
Possum Trot $ 9,878 $ 9,427 $9, 290 $14,144 
Lawson 2rGwal 3,050 4.026 5,009 
GEMCO ‘8,433 12,962 7,193 6,292 
BCC 10,163 18,061 
ove 5,512 4.529 
Phoenix 5,405 


SOURCE: Venture Financial Statements (see appendix D, 
faioles 25> and 27 for supporting data). 


Mable 2l provides a third comparison, the cost to 
moe government for one man-year. 

Again, variations are related to the differences in 
levels of government funding received by the two groups of 
ventures. Man-year costs generally can be expected to decline 
as the venture ages unless the venture requires an influx 
of funds without a corresponding increase in employment 
levels. The decline in man-year costs will be Pircaeer if O% 


the ventures with the lowest level of continuing government 
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fandine. Therefore, it 1s probable that man-~year costs to 


the government will be less for entrepreneurial ventures. 


TABLE 21 
COST TO GOVERNMENT FOR ONE MAN-YEAR: CUMULATIVE 


TOTAL COST TO GOVERNMENT DIVIDED BY 
CUMULATIVE AVERAGE ANNUAL EMPLOYMENT 


Fiscal Year of Venture Operation 


il a Zy 4 
Possum Trot toa Wer EBS, $4,263 $3,444 
Lawson 2 (oy/ab 7 oe aso 2, 364 
GEMCO 8,434 6,690 4,096 DGS 
BCC ORG ee > 
OVC ee le 2 gL 
Phoenix 5,405 


SOURCE: Venture Financial Statements (see appendix D, 
tables 25 and 27 for supporting data). 


The data in these three tables (19, 20, and 21) 
appear to support an affirmative answer to the third sub- 
Sidiary question: differences do exist in the cost to the 
government per job created. The major reservation, relating 
to inherent industry differences, appears ne moCmOu ciec elle 


by the magnitude of the difference. 


Fourth Subsidiary Question 


Are there differences in direct community economic 
Peretits per dollar of government funding received: 





2 
Performance measurement | 

Community economic benefits in this instance are 
@etined as total payroll, including the cost of fringe 
benefits. This is only the first step in determining the 
Getal impact of economic activity on a community. Subsequent 
efforts would include investigation of the "ripple" effect 
of new business and new expenditure; that is, the multi- 
meer effects which follow initial economic activity. 

The measure used here is cost to the government for 
em@empayroll dollar created. It is closely related to the 
cost per job measurement presented above. The calculation 
is made by relating Cumulative Total Cost to the Government 
to Cumulative Annual Payroll. 

Data, analysis, 
mmc conclusion 

Table 22 provides the basis for comparison. 

The results indicated in the table are similar to 
Pi@ce presented for cost per job created. As the relative 
government investment and expenditure declines more 
rapidly in the entrepreneurial venture, the cost to the 
government per payroll dollar generated will also decline 
more rapidly in those ventures. 

The conclusion to the fourth subsidiary question 
rests also on the continuing differences in levels of 


government funding. it must be answered affirmatively: 
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Gifferences do exist in the direct economic benefits as 
a 


compared to government funding received. 


TABLE 22 
COST TO GOVERNMENT FOR ONE PAYROLL DOLLAR: CUMULATIVE 


TOTAL COST TO GOVERNMENT DIVIDED BY CUMULATIVE 
ANNUAL PAYROLL 


Fiscal Year of Venture Operation 


i e g Ay 
Possum Trot $4. 549 $2.147 $1. 454 $0.958 
Lawson Osis 0. 564 Onze ©2665 
GEMCO AL 1.054 Oe 7 6 0.467 
BCC 1.608 e590 
OVC 1 08. OF er 
Phoenix 1.546 


SOURCE: Venture Financial Statements (see appendix D, 
meples 25> and 27 for supporting data). 


The Primary Question 
Are there differences in the economic performance of 
rural Community Development Corporation manufacturing 
ventures established through the entrepreneurial search 
approach and those established under the community 
resource rationalization approach? 
Measurement 
The measures applied to the subsidiary questions 
included leverage, return on investment, cost to the govern- 


meme per job created, -cost to the government per man-year 


@e-auved, and cost to the government per payroll dollar 
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SBenerated. Analyses of differences found through these 
measures have been presented qualitatively without attempt 


to establish precise valuations of those differences. 


Conclusion 

The major threads which link all of the attempts to 
Gelermine performance or strategy are the relative differ- 
ences in government funding, both in capital investment and 
continuing subsidy, and the related requirement of entre- 
preneurial investment in entrepreneurial ventures. 

The entrepreneurial ventures rely to a relatively 
less extent on government funding and to a relatively 
ereater extent on other sources. The Bee nes entrepreneurs 
in attracting other source funds may lie partly in the fact 
that they have some personal investment, Superior management 
Sapabrlity as perceived by funding sources, or a profitable 
business record, or in the conscious decision by community 
resource rationalization ventures to limit outside control 
and influence through limiting outside investment. 

Whatever the reason, the result is extensive 
Geltance on government support by community resource 
rationalization ventures. These ventures may now find 
attracting other funding most difficult because of poor 
business performance, with questionable survival in the 
event of termination of government support. Funding from 


other than government sources does not guarantee success 
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but its absence may render venture survival most difficult 
mr such a situation. 

Differences in ROI, cost to the government in terms 
of jobs, man-years, and payroll dollars created have all 
been qualitatively discussed and established. All are 
related to and exaggerated by the differences in government 
funding levels. The answer to the primary question is in 


moe alifirmative. 


CHAPTER VII 
GENERAL CONCLUSIONS 


Uayesi(osloKe maleyal 

Earlier chapters have outlined both procedural and 
fmebosophical variations noted in the practice of community 
development. Business ventures are the primary tools of the 
community development corporation through which it achieves 
community economic development. Two specific approaches to 
the establishment of business ventures have been identified. 
Bach approach rests on a different concept of community 
control. Both approaches have identical overall goals: the 
creation of “appreciable impact" in solar urban and rural 
community problems. Specific goals include arresting 
tendencies toward dependency, chronic unemployment, and 
community deterioration. Of equal importance is the 
legislative objective that benefits thus achieved should be 
permanent and should survive the termination of government 
memencral Support. Finally, the eeered Jord eae ule love)s Osa, 
is that ventures should fie profits in the short tern. 
By implication, the institution—-building functions of the 
community development program should be fulfilled by the 
CDC. - 
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The final chapter briefly summarizes the ob;jectives 
memo ne research, restates the research question, and presents 
conclusions relative to the research questions and achieve- 
ment of the objectives. This is followed by a brief 
discussion of the value and usefulness of the research 


results and suggestions for further study. 


Obmic cgay ee 


The basic objectives of the research were to 
determine whether performance differences exist between 
CDC ventures established through entrepreneurial search 
Baa community resource rationalization, to identify the 
differences, and 6 determine whether they affect the 
fuvure viability of the venture and its potential for 
delivering permanent benefits to the community. The 
objectives include the assignment of an ordinal valuation 
to the differences and not the determination of interval 
or ratio valuation. The investigation was limited in two 
ways. First, it was limited to rural CDCs and, second, 
mo manutacturing ventures of those rural CDCs. The 
maiocver iimitation reflects the fact that the highest 
priority need of rural areas as perceived by rural resi- 
dents is jobs. The second limitation also reflects the 
fact that the preponderance of rural CDC ventures is 


devoted to manufacturing activities. 


1s 


Research Question 
To achieve the objectives of the study, the following 


research question was formulated: 
Are there differences in the economic performance of 
rural Community Development Corporation manufacturing 
ventures established through the entrepreneurial search 
approach and those established under the community 
resource rationalization approach? 
Conclusions 
The research in support of the answer to the primary 
question was organized around four subsidiary questions 
designed to identify differences in performance of six 
firms established under the two approaches. 
ave eCea Romce Wd lOUNC Nin (have less Pei rancc 
was placed on the government as a source of funding by 
‘Glake sin bn @joneereueesueal fC iseWls, Wlerele 1 one rego tine Ike abebgetciomyeicle 
and operating expenses. The firms established through 
community resource rationalization were either unable or 
mioeno. desire to leverage government funds to any great 
extent. <A reason for not desiring to rely on outside 
sources of funding could have been the reluctance to 
dilute community control over such ventures, a situation 
which might arise through conditions accompanying such 
mrnancing. 
rae c OUuCmCnane ron Coma FOunG: lm meCirn On Investment . 
Mie community resource rationalization firms were found to 


rely on government funding to defray operating expenses 
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me a larger extent. This neicen Contraputed. te une Ne 
Profit Before Taxes in the amount of the Pe ecaeen subsidy. 
When the government contribution to operating expenses was 
deducted from the Net Income Before Taxes, the resultant 
Showed negative profit for the community resource rationali- 
gation firms. Little effect was noted in the profit 
pPOsition of the entrepreneurial search firms because of 

less reliance on government funding. 

A third difference related to the efficiency of the 
firm in creating jobs. The entrepreneurial search ventures 
Semen Ound CO create jobs at a lower cost to the government, 
again because of less dependence on government funding. 

Similar results were found in the relative cost to 
meee overnment per dollar of payroll generated. The 
reason is also related to the greater reliance placed on 
Bovernment funding by community resource rationalization 
menvures. 

The overall results indicate that differences exist 
ibeuween the two sets of firms; that without continued 
government funding, the community resource rationalization 
ventures in the study would find survival difficult; that 
results place the contribution of community resource 
rationalization ventures to permanent community benefits 
in doubt, at least in the event of the termination of govern- 


ment contribution to their expenses; that entrepreneurial 
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Peorch ventures have developed other than government funding 
sources including, and perhaps based upon, the personal 
investment of the entrepreneur; and that the entrepreneurial 
search venture shows substantially better viability potential 
in the event of government funding termination. Therefore, 
i> appears that support of entrepreneurial search should be 


memcvinued and perhaps even expanded, but not terminated. 


Value of the Study 


The study is considered of value in at least two 
areas. As indicated earlier, OLD has tentatively decided 
GO reduce funding in support of the INED entrepreneurial 
meemen Cliorts on behalf of CDCs. The reduction will be 
by one-half in fiscal year 1976, and funding support will 
be eliminated completely in fiscal year 1977. If CDCs 
elect to use the INED services, the CDC must pay for them. © 
This is ostensibly based on the OED desire to leave policy 
and operating decisions at the CDC or local level. 

It seems reasonable to assume that the CDC will 
meooend more directly to local pressures and objectives 
ja the absence of OED's financial and policy support of 
enturepreneurial search programs. The result may well be 
That the approach will not be used except by those CDCs 
which have had positive experiences with it in the past. 
moevune least, use of the approach will be slower to spread 


memovher CDOs. The CDCs will continue to emphasize local 
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control of developmental efforts and may not take advantage 
of an excellent approach to venture establishment. 

Miestresults of the Sstucy may provade the OED with 
Beoasis for reconsideration of the entrepreneurial search 
funding decision. Alternatively, publication to the CDCs, 
the Center for Community Economic Development, and the 
National Congress for Community Economic Development may 
persuade CDCs of the merits of the entrepreneurial approach 
Peventure establishment. 

The second area to which the study contributes is 
maa OL the community development theoretical framework. 
It has been demonstrated that superior economic performance 
can be obtained through the use of entrepreneurial search 
and entrepreneurial ventures. This has been accompanied 
meesome dilution of iocal control. But the control 
relinquished has been over the management and operation of 
ihe venture and not over its goals, objectives, and commit- 
ment to the community. The interests of the local community 
men be migOuccuca boroueh a Carciully formulated contrac yual 
esreement between the entrepreneur and the CDC. All of the 
benefits of economic development which accompany venture 
establishment and operation can be accrued without coping 
with operational problems which require the services of 
well—~qualified personnel and divert the CDC staff from its 


primary role of community institution building. The 
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ability to maintain local control over economic development, 
improve economic performance, and still accept a minority 
feettion in the venture is important to the theory of 


community economic development. 


Ssuseested Additional Research 


Development of Measurement Criteria 

Perhaps the most obvious need in the area of community 
development 1S agreement on what to measure and how to 
measure it. Economic performance and progress can be 
measured through the use of fairly well-accepted criteria 
mimeprocedures. However, there is disagreement on whether 
economic factors are important to measure in a poverty 
program. Progress toward social or political goals 1s much 
more complex and difficult to measure. A COSt LY, Major 
study of the Special Impact Program has been severely 
criticized because of the inability to gain prior agreement 
on the basic definitions, goals of the program, and indi- 
Cators of progress toward the goals. Regarding the Special 
mmden rogram specifically, there is little agreement on 
a definition of “appreciable impact" and what 1t means in 
reducing unemployment, community deterioration, and tendencies 
toward chronic dependency. There is little agreement on 
what "maximum feasible local participation" and "local 


wemutrol” mean 10 regard to the Special Impact Progran. 
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But there is resistance to studies which try to evaluate 
or define these elusive concepts. <A continuation of the 
Bresent inability to evaluate the Special Impact Program or 
to define its goals and develop measurement standards could 
result at best in externally imposed definitions, measure- 
femiecriteria, and evaluations or, at worst, in termination 
weep ne program by an exasperated political body. 
Costs and Benefits of Government 
Investment 

Both of the CDC executive directors indicated their 
unwillingness to continue the operation of an unprofitable 
venture except possibly in the short term. The reasons 
Biven included the resulting inability to attract outside 
mundinge for a venture with a poor profit performance TSC OnE. 
and the undesirability of creating the impression that the 
venture was just another government-subsidized program. 

ka wold apeecam Goal an excellent case could be put 
moribn for continuing to operate ventures at a loss over an 
extended period of time. Such a decision would have to be 
based on a conclusion that the costs of maintaining a 
subsidized business with a given level of employment are 
less than maintaining a similar number of community persons 
through transfer payments. The approach to such a study 
would presumably use cost-benefit techniques to identify 


fievne elements of the program. Net government outlays, 
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training benefits, increased value of fixed assets, and 
individual and community pride are among the many factors 
wo be considered. 

Approval of this concept of subsidization of 
ventures would require a long-range commitment of government 
funding, which may be beyond the ability of Congress to 
Emoure. However, it 1s possible that the net benefits of 


ioe program would outweigh the net costs. 


OED-CDC Relationships 

The question of CDC autonomy in its relationship 
with OED is one that goes beyond the normal friction induced 
By DUrcaucratic procedures and tendencies. There is little 
Question that OED must retain some control over the CDC 
and its expenditure of government funds. But there is also 
little question that the CDC needs a certain degree of 
autonomy in its operations. 

Perhaps the most frustrating part of the venture 
history as it has been researched for this study is in 
regard to the establishment of new ventures. In specific 
instances, venture startup has been delayed to the point 
where one venture missed. seasonal markets almost completely 
and a second would have missed a seasonal market had startup 
not been accomplished without OED approval of CDC 


investment. 
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The OFD policy strongly discourages expansion of 
CDCs outside the impact area. The reasons for this, 
relating to local control and local impact, are generally 
Seund. However, where the proposal concerns a normal 
mepansion of impact area venture activity, then the case 
against such expansion is not so compelling. The tendency 
is to treat all decisions regarding CDCs within a common 
set of gradations. it seems 1mportant that this normal 
memcency Of the bureaucracy be overcome. 

A study of OED-CDC relationships might set up 
classes of CDCs by age, size, demonstrated performance, and 
management quality or capability with the purpose of allowing 
autonomy to increase as the CDC negotiates cerpainm sme ua ly, 
agreed stages of development or demonstrates certain 
capabilities. 

A related study might inquire into the relative 
emphasis placed on social, political, and economic goals 
Wathin OFD. During the present research, much internal 
Pontlict over the priority of goals was found within the 
agency, detracting substantially from the business acumen 
or economic emphasis represented. Perhaps a reexamination 
Of the Bureau of the Budget study is needed. The study 
moncluded that the social orientation of OKO personnel 
should prevail over their business orientation. A 
mecastuing of the study in the light of present OED policy 


moe CDC requirements might be in order. 
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Performance Data ; 

An area related to the methodology of the present 
study but not specifically to the Special Impact Program 
concerns the availability of performance data of firms in 
various lines of activity. Highly aggregated data are 
compiled by Dun and Bradstreet and by Robert Morris 
Associates, as well as by trade associations. All of the 
Grade associations representing the lines of activity of 
woe Six firms in the present study were contacted for data 
relating to the first five years' operations of new firms. 
The Securities and Exchange Commission, the Federal Trade 
Commission, the Small Business Administration, and the 
Department of Commerce were also contacted in an effort 
to locate such data. All sources responded that available 
information was not aggregated in such a manner that data 
on firms by age could be extracted. The data have little 
applicability to feasibility studies for new businesses 
unless they represent the experience of the first few years 
Pieaculvity. 

The development of procedures to extract such data 
should be of great interest to the Small Business Administra- 


mpon, OD, and venture capitalists. 


Infrastructure Development 
Pet aie suggested study would sb geuilalies inlake) evince Ime 


which anti-poverty agencies, including the ’OEO, the Economic 
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Development Administration, and others, contribute to the 
creation of a positive business environment. Of particular 
interest are the development of manpower, labor skills, 
transportation, industrial sites, and other elements of the 
community infrastructure. These elements are of critical 
importance to the success of community resource rationali- 
zation. Their presence or absence contributes directly to 
the attractiveness of outside investment, which is essential 


to the long-range development potential of the community. 


Concluding Comment 


Eiforts to evaluate the Special Impact Program, as 
represented by the present study, are important to the 
Continuation of the program. Of paramount importance are 
the definition of program goals and agreement on how 
achievement is to be measured. This is not too much to 
ask of a program that has been in existence for eight 


years. 
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OFFICE OF ECONOMIC DEVELOPMENT 


Policy Statement on Special Impact Program 


im) LNTRODUCTION 


The Special Impact Program is a national program, with 
certain specified goals and objectives established by statute 
ana with certain criteria against which program performance 
is to be measured. While the legislation does not specify a 
rigid program model, the Special Impact Program is essentially 
Peoemonstration program, in that it provides for "special 
programs of assistance" to specific kinds of organizations 
(i.e., CDCs and related cooperatives), subject to the limita- 
ion of their being of "sufficient size, scope and duration 
to have an appreciable impact," thereby clearly limiting their 
number. Unlike the Community Action Program, where some 950 
agencies are funded nationwide to undertake an almost unlimited 
range of anti-poverty projects, determined by "local initiative," 
the Special Impact Program focuses only on a limited number of 
organizations and on the community economic development approach 
iene the elimination of poverty. 


Continued designation of the Special Impact Program 
as a demonstration program will not prevent vigorous pursuit 
of additional resources to enlarge and strengthen its impact 
Beeouenoutr the country. It will, instead, ensure greater 
flexibility in the structure and goals of each CDC; allow 
Peapamcion of the program at a rational pace; reduce public 
expectation of immediate solutions to long-standing problems; 
and result in strengthening the concept of community economic 
development as a mechanism for providing access to economic 
and social opportunities and advantages. 


Given the demonstration aspect of the Special Impact 
meoeram, it is essential that the Office of Economic Develop- 
Ment provide policy direction to the CDC beyond the technical 
responsibility of any grant-making Federal agency to insure 
that funds are properly and legally administered. This 
G@arection shall consist primarily of establishing overall 
program objectives and evaluation criteria, and of determining 
melavive priorities among such objectives. In exercising 
its policy direction responsibilities, however, OED will 
provide maximum opportunities for CDCs to participate in the 


Us 
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Poucy development process and to review and comment upon 
melesproposed policies prior to their being promulgated in 
femal forn. 


While the Title VII legislation mandates a policy 
erection role for OED, it also mandates that economic 
mevelopment be pursued through community based corporations, 
responsive to the residents of the impact area served, which 
mmerners the efforts of the poor to participate more effec- 
tavely in community life, both social and economic. 
Accordingly, within the broad policy parameters set down 
by OED in compliance with the legislation, each CDC must 
be accorded maximum possible autonomy. This means that, 
consistent with OED policies and priorities, the CDC shall 
Beniree to develop a local strategy suited to local needs 
and conditions for community economic development, including 
The freedom to request exceptions to OED policies where the 
CDC can demonstrate that such policies conflict with the 
Perticular needs of the impact area. This also means that, 
emp ject to the agreements negotiated with OED during the 
funding (or refunding) process, as represented by the approved 
budget and work program, the CDC shall be free to manage its 
program over the course of the grant period without interfer- 
ence in its day-to-day operations and without changes in the 
Speralving ground rules or conditions governing the grant, 
unless agreed to by the CDC. Finally, this means that, to 
the extent permitted by statutory limitations, grant conditions, 
and OLD procedures regulating the release of venture capital 
funds, the CDC shall be free to control the resources committed 
GO it, including the re-allocation of resources as needed to 
meet changing conditions and program requirements. 


fire EROGRAM POLICIES AND PRIORITIES 


meee opeeciable Impact. Special ampact aereas face severe 
Shortages of income, jobs, skilled human resources and, 
perhaps more important, viable institutions responsive to 
the needs of impact area residents and capable of meeting the 
staggering challenges posed by impact area problems. 


The ultimate goal of the Special Impact Program is, of 
course, to achieve parity between the impact areas and the 
areas surrounding them, to correct the tremendous imbalance 
in institutional capacity, income, jobs and human resources. 
mo is clear, however, that this kind of parity cannot be 
attained in anything like the short term, by the Special 
Impact Program or by any other community economic development 
Sltory now on the horizon. 
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Mermeover, the legislative objective of "appreciable 
impact" should not be equated with this ultimate goal. 
epreciable impact, in statutory terms, is to be directed 
meward “arresting tendencies toward dependency, chronic 
unemployment and community deterioration" (emphasis added). 
In other words, appreciable impact will occur not when parity 
has been achieved--that is, not when the ultimate goal of 
eliminating poverty is attained--but when current economic, 
social and institutional trends have been reversed--at that 
Moint when the continued downward spiral of deterioration has 
been halted and the long, upward climb begun. 


Appreciable impact will thus be measured by a variety 
memindicators with respect to characteristic "tendencies" 
that have been "arrested"; by a net inflow, rather than out- 
imbow, OL Jobs and income into the impact area; by the 
establishment of profitable ventures and property developments 
weben willl attract private capital into the impact area; by 
the increase in skilled managers and workers in the impact 
area; and by reductions in unemployment and public assistance 
moils. 


These indicators should not normally be expected to 
occur Simultaneously, since some are essentially precondi- 
moons to others. Thus, a stable, viable CDC itself, measured 
Dy the presence of active, representative boards, competent, 
fmespousive staif, and broad-based support in and ties to the 
impact area, iS an initial indicator that progress toward 
appreciable impact is being made. 


mecondly, successful venture and property developments 
femeaesive the CDC and its efforts visibility and credibility 
are subsequent indicators. This should be followed by 
increases in private capital investment, based on the CDC's 
own initial successes. Only when these indicators are present 
should measurable impacts on employment, income, and public 
assistance dependency of the program's primary beneficiaries 
me anuicipated. 


ieee oCli-cuificienecy. Title VII requires that CDC pro- 
grams. continue to have appreciable impact after the termination 
Meili cle Vil assistance. This is, of course, inherent in the 
Senet On Of Appreciable impact; Since if an impact 1S appreci- 
able only when it reverses economic and social deterioration 
it must also be permanent and self-perpetuating. 


Hns leads Go the question of whether a CDC must thus 
meeome Seli-sufficient to meet the legislative requirement of 
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an appreciable and continuing impact. To answer this question, 
a distinction must first be made between self-sufficiency of 
maaividual CDC ventures and self-sufficiency of the CDC itself. 
A venture is self-sufficient when it can generate sufficient 
income without further subsidy to cover its costs (i.e., break 
even) or clear a profit (i.e., permit reinvestment for further 
expansion). On the other hand, while individual ventures may 
be self-sufficient, they may not be generating sufficient 
M@eoltts to finance the administrative costs of catalytic 
Mysbitutions, such as the CDC itself, or social programs 
Operated or sponsored by the CDC. In this sense, the CDC is 
not self-sufficient even though its ventures may be. Were 
subsidization of the CDC administrative or non-venture program 
costs to terminate, the CDC as an institution would also termi- 
mee or have to cut back on its operations, even though 
individual ventures could continue to operate successfully and 
be self-sustaining. 


However, the failure of a CDC to attain self-sufficiency 

@oes not preclude the attainment of an appreciable and con- 
meee impact after termination of Title VII funding. It is 
mene possible that, while all ventures may not together be 
Pemeraving sufficient profits to cover all CDC costs, the CDC 
may still have effected permanent change in the impact area 
and such change may still continue in the absence of the CDC. 
Appreciable impact and self-sufficiency are not, therefore 
fymonymous; one can occur without the other. 


Business ventures (that is, ventures where either 
meximum or optimal profits are the objective, as opposed 
to social ventures; see Section D below) can and should be 
expected to attain self-sufficiency over the short tern. 
fore Some refinancing will be required over the next few 
years for CDC business ventures, since refinancing is 
generally required by any growing busSiness, it 1s expected 
that after this period CDC business ventures will have passed 
the break-even point and profits will be adequate to meet 
most growth needs. While self-sufficiency of business 
Memes 1S therefore a short term objective of the Special 
impact Program, it 1s neither possible nor particularly 
desirable for CDCs themselves to attain self-sufficiency 
ewer the Short term. 


or Deein wlGh, 16 1S hiehiy unrealistic Co expect even 
self-sustaining business ventures to generate sufficient 
profits to cover CDC administrative and non-venture program 
costs in the foreseeable future. Even if the scale of venture 
investment were markedly increased, it is unlikely that this 
Situation would change. ‘This would be the case, moreover, 
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even if the ventures were operating in conditions more 
favorable than those which prevail in the impact areas. 


But more important, just as appreciable impact can 
occur without the CDC first becoming self-sustaining, so can 
CDC self-sufficiency be achieved without appreciable impact. 
In fact, a misplaced emphasis on CDC self-sufficiency may 
postpone, if not defeat, the objective of achieving appreci- 
able impact. Reduction of CDC administrative costs or 
metraction of CDC non—-venture social program efforts may be 
imme mecessary price for achieving self-sufficiency at a stage 
woere such reductions in efforts may be highly undesirable. 
poamilariy, premature use of venture profits to underwrite 
feo administrative costs rather than for reinvestment for 
further venture expansion may seriously slow the forward 
momentum of the CDCs' economic development program. 


Moreover, Since the objectives of the Special Impact 
Program are not solely economic, CDCs must also be able to 
invest in social programs which will require a continuing 
subsidy, at least over the short term, and possibly indefi- 
mately. The source of the subsidy need not and should not, 
Mewever, be solely Title VIil funds. In this regard, the 
CDCs should seek, with OED assistance, financial support 
meomeouner Pederal agencies, from state and local government, 
and from private sources. 


While ultimately it is anticipated that CDC self- 
sufficiency will become possible through a combination of 
menture profits and non-Title VII subsidization, it is in 
the long-run interests of the Special Impact Program to 
continue OED support of the CDC s administrative and non- 
venture program costs for as long as possible so as to 
Meaximaze the continuing catalytic institutional effects 
meocuced by CDC activity and so as to promote the earliest 
possible attainment of appreciable impact. 


Mhe goal of CDC self~sufficiency must be considered 
a long-range goal if it is an appropriate goal at all. 
Certainly much more Federal money will need to be received 
for strengthening and expanding the program before "appreci- 
able impact" can be reached. Consideration should be given 
mo the possibility that tne CDC program is a proper subgect 
for continued Federal subsidization, along with other 
traditional American subsidization, such as oil, ship—-building 
and transportation. 


td 
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C. iInstitution-Building. One of the fundamental differ- 
ences between impact areas and the surrounding communities 18s 
Boe lack in the impact areas of viable, responSive institutions 
Capable of addressing the variety of economic and social 
meopleéms facing impact area residents. Coupled with the 
institutional poverty within the impact area is the total 
unresponsiveness of outside institutions. Thus, one of the 
@eamary objectives of the Special Impact Program is the 
Seceylon of new institutions and a change in the attitude and 
memayior of existing institutions. 


Pewice range of 1nStiturloms are needed, including 
planning and coordinating institutions, capital-providing and 
debt-providing institutions, employment-generating and wage- 
increasing institutions. The key institution in this 
me oltvuti1on—building thrust is, of course, the CDC itself. 
The CDC not only directly plays all these roles (planning, 
capital~providing, etc.) but is the central catalytic force 
mab in burn createS, or promotes increased responsiveness 
ee OLner institutions which perform one or more of these 
feeueial functions. 


Me CDC's institution-building role is the primary 
experimental feature of the Special Impact Program. The CDC 
1S a community-based, representative planning institution 
which must undertake even more coordinated planning of impact 
mi-aeccOnOmic activity in the future. Until now, 1t has been 
the major source of equity and debt capital in the impact 
areas, and will continue to be in the short term, although 
ioe role in the long term should shift to stimulation of 
capital and debt provision from other institutions, primarily 
from sources outside the impact area. It has, directiy or 
through its ventures, been a source of employment, but over 
the short term it cannot be anticipated to make a significant 
impact on employment. Finally, the CDC has also been a 
ewiosiadizZzation institution, in that it has made official 
fuarantee programs relevant and available to the impact 
areas. 


mic iascituyion—puilding objective of the Special 
impact Program is, and will remain, the top priority. It is 
the area where CDCs have already made the greatest impacts 
and where in the short term OED expects the greatest degree 
of achievement. Since institution-building is a pre-condition 
moe all other objectives of the Special Impact Program, CDC 
failures in this area spell failure for other longer-term 
objectives as well. 
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D. Venture Profitability. There are four basic categories 
@eeCDC ventures: (1) true business ventures obganized for 
Meolit, including wholly owned CDC ventures and ventures in 
which the CDC has either a majority or minority equity position; 
(2) loan funds, loan guarantee funds, and consumer credit 
matmons, wuere little or no profit is intended, but where loan 
funds may be used by individual recipients for profit-—connected 
business purposes; (3) infrastructure development, including 
those overhead investments such as water and sewer systems, 
feeecs, land improvements, etc., which are not themselves 
Meottbable but which are essential preconditions for the 
development of other profitable ventures; and (4) social 
Pvenvures,'" which are not ventures at all, but rather service 
Peoerams and other community development activities, such as 
me care centers, manpower training, health services, etc., 
which are supportive of the CDC's overall community economic 
@evelopment efforts. 


Business ventures, which are profit-making in purpose, 
loan funds, which are essentially break-even activities, and 
infrastructure development which can usually only at best be 
profitable in the long run are all budgeted under the Invest- 
meme capital cost category. Social ventures, which will 
Senerally be expected to require a continued subsidy, whether 
mao Title VII or other sources. are budgeted under the other 
cost categories, as appropriate, along with other CDC 
administrative costs. 


True business ventures fall, in turn, into two sub- 
categories: ventures whose objective is to maximize profits; 
and ventures whose objective is to optimize profits, given 
Simultaneous social objectives whose pursuit requires the 
trade-off of some profits. Where optimization of profits, 
father than maximization is the objective of a business 
fomemee., the CDC must so indicate, prior to investment of the 
mame 1UndS, in its funding application and venture plans, 
end OED must specifically approve such an approach. In 
identifying optimization objectives, the CDC must specify 
mee scocial benefits for which profits are being traded oif 
Polis: Specify the degree Co which optimization is expected 
to reduce profits below what they would have been if profit 
maximization had been opted for. 


Aithough it is appropriate for a given CDC to have a 
mex OL venture types, the priority over the short term should 
be on business ventures. Moreover, among business ventures, 
ise priority over the short term should be on profit 
MeaximiZation, rather than optimization. 
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ltelemmob a Loeiecal mecessity thal maximizins prolivs 
will ensure institutionalization of the CDC program. One of 
the most attractive aspects of the program, as far as the 
private sector is concerned, is that CDCs attempt to make a 
mrotit while serving larger social goals. Therefore, optimi- 
mon Should be the goal over the long tern. 


Whether ventures are for maximum or optimum profits, 
for no profits, or for non-business purposes requiring a 
continued subsidy, the specific objectives must be spelled 
eee prior to venture approval, and will constitute the criteria 
@eernst which venture performance will be measured. Where a 
membure includes both business and social objectives, per- 
formance will be measured against both sets of objectives. 
Qualified management for business ventures, of course, is 
essential. 


E. Employment. While the employment of low-income and 
unemployed impact area residents and increased income for 
impact area residents are among the most important long-range 
Objectives of the Special Impact Program, it 1s not antici- 
pated that any CDC can make a significant impact over the 
Beort term in this area. Moreover, undue emphasis however 
mer i—intentioned, on employment in the early stages of a 
CDC's efforts can have a detrimental impact on its initial 
Success with business ventures and hence its ultimate 
SUCCESS. 


All things being equal, ventures with a greater employ- 
ment potential should be given higher priority than those with 
smaller employment potential, but in the short term job 
creation should not be pursued as an objective at the sacrifice 
of venture profits (unless, as noted in Section D above, the 
Meeeoecan be Subsidized by non-Title VII funds). The CDC's 
long-term employment objectives can be better served by 
me@mcentrating 1n Che short term on increasing venture profits 
So as to solidify the CDC's institutional standing and So as 
So dutract outside capital for new ventures or venture 
expansion, than by emphasizing jobs at the risk of producing 
marginal ventures and an image of failure for the CDC. Even 
with a heavy emphasis on jobs, a CDC at best can have only a 
marginal impact on impact area unemployment during the early 
years of its program. Substantial inroads on unemployment 
Pannot be expected until after a solid base of CDC and joint 
CDC/private ventures has been laid. 


Poy chi ormemce in hae emplOyvniens area Cannoy be eitfec— 
igively measured during the early years of the Special Impact 
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Program. Rather than a linear expansion of employment in 
moushiy equal increments over time, fairly negligible 
increases should be anticipated over the course of the first 
three or four years, followed by substantial spurts in subse- 
Ment years. Not until heavy expansion and reinvestment of 
profits from early ventures will dividends, in the form of 
meduced unemployment and increased personal income, be paid. 


There shall be renewed commitment on the part of OED 
to facilitate increased manpower training for non-managerial 
mesltions in the venture programs. This might be directly 
by OED, or OED will play a leadership role in seeking assis~ 
tance from appropriate Federal agencies (such as DOL, USDA, 
BIA, Commerce, etc.) to provide specialized training when 
such assistance is necessary for the success of a venture. 


F. Human Development. While human development objectives 
are essential to increased incomes and improved quality of 
life, misplaced emphasis at the early stages of a CDC's efforts 
May, in the absence of specific subsidies for that purpose, 
M@epracy irom venture performance and threaten the institution- 
building priorities of the CDC. Investment in training of 
memuure Managsers, rather than the recruitment of expert 
Mmeaomecsers, has been a major cause of CDC venture loss to date. 


Human development within the CDC itself, as opposed to 
its business ventures, is, however, a high priority over the 
short term. In this instance, human development is essential 
to the central objective of institution-building, in that it 
is often the only way to ensure that the development effort 
will be directed from within the impact area by a planning 
institution--the CDC--responsive to the community. The 
G@evelopment of skills of CDC managers, as opposed to venture 
managers, is, therefore, fully consistent with OED priorities, 
Seer poe Short run, where fully expert managers for the CDC 
are not available in the impact area. 


G. Beneficiaries. The primary beneficiaries of the 
Special Impact Program are the low-income residents of the 
impact area. The overall long-range objectives of the program 
mec uberetore directed toward improving the employment, 
micomes, Environment, living conditions, and participation 
im community life of these residents. In order to produce 
benefits for low-income impact area residents, however, the 
institution-building and venture development efforts of the 
CDC require the participation of the non-poor in managerial 
and leadership roles. in the sense that the CDC and its 


Cid 


We, 


ventures provide employment and human development opportuni- 
mes tor other residents, and, perforce, non-residents, these 
individuals also become "beneficiaries" of the program. 
Nevertheless, such "beneficiaries" are primarily means toward 
the ends of the program, who must be present for ultimate 
program success, but who in themselves do not constitute a 
final measure of success. Generally, the OEO poverty guidelines 
will be used as a basis for determining whether a resident is 
low-income although each CDC is free, subject to OED approval, 
tO employ other guidelines where it can demonstrate that local 
circumstances justify a modified standard. 


The boundaries of the impact areas should be subject to 
change as social and economic conditions of the community 
dictate. The boundaries should be explicitly defined at the 
beginning of each grant period. All monies of a particular 
Srant period should be used within the defined impact area 
except when specifically approved by OED upon demonstration 
by the CDC that investment outside the impact area would 
produce direct and substantial benefits to the residents of 
mae area. 


Where a CDC’ or its ventures provide non-managerial or 
non-professional employment opportunities, such opportunities 
Ssnould be restricted to residents of the impact area. 
Similarly, all social service and other non-venture benefits 
of a CDC should be restricted insofar as feasible to impact 
area residents. Preference for all such employment and 
services should go to low-income rather than middle-income 
residents. 


Wherever possible, managerial and professional positions 
maeche CDC and its ventures should be filled by residents of 
the impact area; and when non-residents are recruited, they 
should be encouraged to relocate to the impact area. In the 
case of venture managers, however, experience and training 
meeecrucial. Accordingly, unqualified residents should never 
be hired for these positions instead of qualified and experi- 
enced non-residents. In most cases, the CDC will have to 
recruit from outside the impact area to find proper managers 
mom rtUs ventures. In the case of the CDC itself, ties to 
the community are more relevant to the success of the progran. 
Accordingly, it may be more appropriate when recruiting CDC 
managers to compromise on the specific qualifications--provided, 
of course, deficiencies can be corrected by on-the-job 
training--in order to hire residents who understand and have 
Secatbility in the impact area. Even in recruiting CDC 
managers, however, it may be necessary to reach out beyond 
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mae community to find individuals with the necessary skills 
foo pOLeENntial essential to CDC success. 


/s/ 
Louis Ramirez 


mecsociate Director 
Mitice of Economic Development 


Bike 





APPENDIX B 


JSC GROWTH AND DEVELOPMENT 








JSC GROWTH AND DEVELOPMENT 


Het your pOses sO! -Uracine une CVOlmc1ON Or mdse 
Mravity, figures 7, 8, and 9 are provided. Figure 7 indi- 
cates the level of activity at the time of JSC incorporation. 
sources of other than OKO assistance are arrayed along the 
maeht side. All but the Edna Clark Foundation grant of 
$50,000 and the entrepreneurial investment are either 
memernment or bank resources. 

Figures 8 and 9 summarize organizational changes 
Padeerowtbh in JSC enterprises. Other enterprises include 
the following: | 

Talat deal Country Hickory House Restaurant. This enter- 
prise is operated by the Knox County Community Development 
Corporation (KCCDC). JSC has provided $60,900 in grants 
momiie KCODC for its development and operation. 

Arts and Crafts Store. Operated as an adjunct to 
toc restaurant by KCCDC, this store provides a sales outlet 
mor Crait products fabricated by local community residents. 
No investment is recorded by JSC. 

Frakes Feeder Cooperative. This enterprise has 
frovided an opportunity for pig farmers to realize lower 
costs in their operations. JSC has invested a total of 


$47,000. 


AO 
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« Other Resources: 


Entrepreneurs 





OFO - ‘INED 
Ue : | 
lark Foundatio 
OQ C) 
7 Y 2 
KCGDEC 
FSC ae 









Diy 2 
Boone Ind 


iDaLie = ORae 
Lawson Ind 





Fig. 7. Anti-Poverty Organizations in JSC Impact Area 
October 1969 


Key: 

CAP -- Community Action Program Funding 

CDC -- Community Development Corporation 
(funding under Special Impact Program). 

CAA's Active -- 


Jackson-Clay 

Harlan County 

Bell-Whitley 

Kast Lake-Cumberland (Wayne, Clinton, McCreary Counties) 

Knox County Economic Opportunity Council (KCEOC) 
(affiliated with Knox County Community Development 
Corporation--KC€DC ) 





CAA's 


Key: 
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1972° Payroll $77,100 


1972 Sales $201,000 


Avg 1972 Employees 27 





Fig. 8. JSC, 


-~--- JSC has minority position 
eee. Hlects JSC Board Members 
BeeeexcCOLC affiliated with JSC 


All Performance Figures FY 1972 


“FY ends March 21. 


Dey ends December 31. 


Board of Directors 





1972” Payroll 


1972 Sales 


Employees 46 


December 1972 


° 
eee ne eg 


Knox Co, CDC 
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1974 Sales 
$1,229,900 


1974 Payroll 
$260 , 300 


Avg 1974 
Employees 51 
i 


ie74 Sales 
$155 ,100 


1974 Payroll 
$73,400 


Avg 1974 
Kmployees 21 










FY ends July 41. 
FY ends October 41. 


eieenas March 41. 


FY ends December 41. 


oe een _./Possom 
Trot © 


a 
1975 Sales ture 
#625 ,000 1974 Sales 
1 oho) Jaewacel Al $2,213,600 
$234 100 


Avg 1975 
Employees 47 


Frakes ! 
Feeder Coon. 


Jere IS 


20> 


Board of Directors 


JSC 













Lawson 
Furni- 









1974 Payroll 
$697 , O00 


Avg 1974 
Employees 185) 


JSC, March 1975 


Key: 


---- Klects Board Members 
Seen potittliated CDC 
---- JSC Minority Position 
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GROWTH AND DEVELOPMENT OF SVCDF 


For purposes of summarizing the growth in SVCDF 
Meerviny, tigures 10, ll, and l2 are provided. Figure 10 
indicates the anti-poverty organizations in Roanoke at the 
time of initial SVCDF funding. Sources of other than OKO 
assistance to SVCDF are arrayed along the right side. All 
but the Edna Clark Foundation, which provided a grant of 
$66,000, are either government or local resources. 

Figure ll indicates the establishment of GEMCO and 
eC, in addition to the following activities: 

Irongate Water and Development Corporation. Fifteen 
motes in rural Botetourt County formed an association to 
expand a water system from a neighboring county into their 
area. SVCDF provided a $40,000, low-interest, forty-year 
oan. 

Impact Housing Corporation. A for-profit housing 
memoirs, this corporation bullt twelve low-income units in 
Craig County. The houses were sold under the Farmers Home 
Loan Administration Credit Program. SVCDF invested $82,500, 
with private banks investing $81,400. 

Minority loan programs. These represent a 


continuing program of assisting local entrepreneurs and 


~~ 


2077 
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Other 
Resources: 





Edna Clark 
Foundation 


General 
tile Cae 





Fig. 1O, Anti-Poverty Organizations, 
Roanoke, April 1969 


Key: 


SVCDF -- Southwest Virginia Community Development Fund 
DOL -- Department of Labor 
OIC -- Opportunity Industrialization Center 


TAP -- Total Action Against Poverty 
(The Roanoke Community Action Agency) 


OHO -- Office of Economic Opportunity 


EDA -- Economic Development Administration 
SBA -- Small Business Administration 
FHA -- Federal Housing Administration 


FmHA -- Farmers Home Administration 
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Board of Directors 


Elected from general membership 
organizations and community 
professional/service organizations 


SVCDF 
Staal 


Iron Gate GEMCO™ 


Water : 
1972 Sales Started 
$191,200 Sept 1972 


Impact 
ae 
“. 7 11972 Payroll 


$109 ,600 
Minority 
Loans Avg 1972 


Employees 16 





Fig. ll. SVCDF, December 1972 


“FY ends July 31. 


Z@ 


businessmen in loan packaging, involving SBA and local 
panks, but without SVCDF investment. 

tiemoresen> acblvity 1s as shown in figure ley All 
three general membership organizations are now incorporated. 

craic urotuune Conporacion. Ths is the firse 
manufacturing activity established in the third part of the 
impact area. The SVCDF has invested $385,000 and local banks 
$350, 000 under SBA guarantee of 90 percent. Projected first- 
year employment is thirty, with $400,000 in sales. 

Cherry Hill Manor. Low income apartment complex of 
fifteen units in Northwest Roanoke, financed by a local bank, 
insured and subsidized by the Federal Housing: Administration. 
The SVCDF has invested $11,500. 

Ceove edical Clinic. Built by the Craig Improve— 
ment Association with a $45,000 long-term loan from SVCDF. 

Me omeancO recruit a medical doctor for the clinic have so 
far proved unsuccessful. 

Botetourt Cannery. Built by the Botetourt Community 
Association with a $17,000, ten-year loan from SVCDF, the 
cannery provides assistance and facilities to residents who 


eeoeproduce for home consumption. 





eli 


Community 
Botetourt Organization 


Improvement 


Craig 


for Research & 
Development 
(NW Roanoke City) 


Improvement 


Pesociation Association 





Elects SVCDF Board of Directors 





SVCDF Board 


SVCDF Staff 


Iron Gate GrMco* Bcc? 
Water 
Impact z 1974 Sales 1974 Sales 
Housing : $51.7, 100 $702 ,400 
ad 1974 Payroll 
#188 , 700 
Craig 
Furniture Avge 1974 
Cherry Hill 7 SURES 
Manor : 


1974 Payroil 
$232,100 





Ave 1974 


Employees 31 





Craig 
Med. Clinic 


Pore sourt 
Cannery 


“FY ends diniy 41. 


Fig. le, SVCDF, December 1974 


Day ends November 40. 
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TABLE 24 


VENTURE NET SALES, TOTAL ASSETS, TOTAL DEBT, AND 
REPORTED NET INCOME BEFORE TAX BY FISCAL YEAR 


Venture 


Year nding 


mossum Trot 
By 51/75 
3/31/74 
B/ 51/73 
By 31/72 


Lawson 
12/41/74 
a7 51/73 
Wey 51/72 
We 7 41/71 


GEMCO 

77 oly 74 
51/75 
@ 51/72 
a o1/ 71 


BCC 
11/30/74 
HB 30/°7 2 


Ove 
51/74 
i 51/73 


Phoenix 


10/31/74 


CClminemiGnG ol larce—= bne phone amaa) 


Net 
Sales 


sya n(O. 
481.7 
52629 
EOI © 


2 213.6 
1,348.4 

Sere, 

301.7 
517.1 
352.0 
ome 
Ute7 


102.4 
578-7 


1,129.9 
Cale 


IG Biol 


Morgead) 
Assets 


1, 345. 


AOS 
lies 
141. 
Oo. 


DODONAEA MS, 


230. 
405. 


QO OO 


ie FOR 
492.8 


217.4 


(See Notes to Table 24, page 214.) 


Total 


Debt 


Sie 
50. 
ie 

or 


394. 
ESE 
C4. 
Ihe 


LO} 
40. 
2S 
LG. 


400. 
590. 


(4e. 
ey 


94. 


or Co Soe Noa Ee oo 


\O © 


RepoOrued 
Net Income 
Before Tax 


214 


Notes to Table 24 
Detaralta ons 


Net Sales 
Gross salies Jess discounts and returns. 


Total Assets 
Total of current and fixed assets less depreciation. 


Total Debt 
Total of current and long-term liabilities. 


meporved Net income Before Taxes 


Pllc rpclisescsmave Deen deducted excepu tax payments 
Or provision for tax payments. 


Data Sources 


SVCDF Ventures 


ral data were extracted from audited financial 
statements. | 


JSC Ventures 


Phoenix and OVC data were extracted from audited 
mieici1al statements. 


Possum Trot data were extracted from audited finan- 
eilamesbatements except for the six-month period ending 
June 30, 1974 and the twelve-month veriod ending March 341, 
1975. Unaudited statements were used for these periods. 
Adjustments were required to reflect a 1974 change to a 
fiscal year ending March 41 instead of December 231. 


Lawson Furniture data are based on audits conducted 
June 30, 1971 and June 30, 1974, and on unaudited statements, 
feeecerly reports submitted to OED, and other similar sources 
for periods not covered by audits. 


Lawson Furniture represents the major business 
activity of the Knox County CDC and financial data of the 
two entities are combined. For purposes of financial 
statement interpretation, they are considered one entity. 
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TABLE 24 
GOVERNMENT CONTRIBUTIONS TO OPERATING EXPENSES 


spe SOME, Ne dens! 
(current dollars — in thousands) 


Government Contributions 


Venture 
— Other CDC CDC 
Year Ending Govt. le Cihmac al: Paid Loigau: 
Subsidy Asst. Consultant 
Possum Trot 
3/41/75 16.0 10.7 ay, 29.4 
By 51774 ; Zeno IO) S10 Sye8) Soe 7 
7 51/173 O40 decane, ene Lai, 
By 51/72 19.0 44.0 Lies / diye 
Lawson 
te 31 "74 128516 Ik MS 24.9 Loo 
7 51 /'7 4 ar Bie ieee 146.8 
ee 51/72 S50 BG NA Doe © 
7 31/71 De 4.6 NA Oe 
GEMCO 
7 SN 71744 Wose B10 hee 62 
V7 ol 72 oD a0 ZG 50.2 Ove 
4751/72 Pier: ree Sy (a Lae7 
9731/71 AES) eee ee O55 
BCC 
7 40/7 74 Bg Lees 7 20% > 
e750 /'7 4 Gao 2.8 9.4 
OVC 
7/31/74 O22 4.5 Bag ao 
oi 73 BELO 0 ore 6.0 
Phoenix 
mo? 51/174 oO) 4.5 a Se) 


NA — not available. 
(See Notes to Table 24, page 216.) 
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Notes to Table 24 


Det te. ons 


Bomer Government Subsidy 


Other government subsidies are largely Department of 
Labor Manpower Training grants which are used to defray labor 
costs. Lawson Furniture also receives grants from OHO . 
programs other than the SIP. The non-SIP funds are channeled 
directly through the Knox County CDC to Lawson Furniture and 
are used to defray all types of expenses. Detailed utiliza- 
ton of funds thus received is not available. 


mee Technical Assistance 


The CDC staff provides technical assistance to the 
fmembure in jegal, financial, prceduction, marketing, and other 
problem areas as needed. 


CDC-Funded Consultant Support 


The supporting CDC occasionally funds tne assistance 
of outside consulting firms provided to the ventures. 


Data Sources 


SVCDF Ventures 


The amounts of Other Government Subsidy were taken 
from the audited financial statements. The amounts of CDC 
Technical Assistance and CDC-Funded Consultant Support were 
provided by the Director of Business Planning and Research. 


JSC Ventures 


The amounts of Other Government Subsidy were taken 
from audited or unaudited financial statements as available. 

CDC Technical Assistance documentation was available 
in a combination of man-hours and funds expended. Where only 
man-hours expended were available, a valuation of $8 per hour 
was used through fiscal year 1974, and $10 per hour was used 
imeerecai Fer. 

The amounts of CDC-Funded Consultant Support were 
taken directly from CDC financial statements. 


Other 


INED entrepreneurial search expenditures for Phoenix 
and OVC were defrayed by a grant from OHO. These expenditures 
are not included in the government subsidy or investment 
figures because Similar venture establishment costs cannot be 
identified and isolated for the other ventures involved in 
this study. 
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TABLE 25 


OUTSIDE AND CDC CAPITAL INVESTMENT, TOTAL GOVERNMENT 
CONTRIBUTION TO OPERATING EXPENSES, AND 
TOTAL GOVERNMENT FUNDS RECEIVED 
BY VENUE ea Prsecal vEAR 
(current dollars - in thousands) 


Venture : Tete: Totvail 
Outside CDC 
fear Ending Capital Vapi tal oo ac, sti 
(hekieishe Invest. Expenses etn 
Possum Trot 
57 41./'75 Ses 12.9 29.4 eG 
By 51/774 ae LOW. 7 Does 147.4 
4/31/73 a 175.6 DY, 218.3 
751/72 etcecs ce 1LO4ASO 62.7 LNG ev 
Lawson 
12/41/74 Bs), “6 25020 lo ree, 424.5 
ie) 41/173 oe” 220.0 IL Ae ae Spans. 
7 51/72C ee. sites Se: isms 
te 411/771 owe Oe 40.8 90.8 
GEMCO 
7 517774. Baar <= oh. oles 38 Be G. Gao 
0791/73 SG OEM, SYA, ST. 
wy DN /'7 2 —_— See aa 80.9 
wy Si /'7 1. meter =i 70 oro, ikeGie> 
BCC 
ie? 40 /'74 Cre ASS <0 LOWES LOS 
11/40/74 eee 265.0 9.4 O'74.4 
OVC 
7/174 Beis ore Se aaess pee) ee 
751/775 ILBIORG, 2e0.0 5 0) SO 
iPnoenix 
nO 411/174 92.0 LOS AG: Sep Ses 


(See Notes to Table 25, page 218.) 


218 


NOES. CO Lables» 


Definitions 


Megcide Capital Investment 

Capital provided from sources other than the support- 
ing CDC. Phoenix and the Outdoor Venture Corporation have 
Capital invested by their entrepreneurs. 


CDC Capital Investment 

Capital invested in the ventures by the supporting 
CDC, the Job Start Corporation, and the Southwest Virginia 
Sommunity Development Fund. <A large proportion of these 
investments are in the form of subordinated, convertible 
Pevemeures. However, the clear intention of such debentures 
1s not debt but equity investment and is so reflected in the 
data. The intent of equity investment is confirmed by the 
S-cuezive directors of both CDCs. 


opal! Government Contribution 


to Operating Expenses 


teem Leable 24. 


Total Government 


Houal Government Contribubion to Operating Expenses 
plus the CDC Capital Investment. 


Data cources 


The Outside Capital Investment and CDC Capital 
Investment data were extracted from audited and unaudited 
Menvure financial statements. 
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TABLE 26 


CDC CAPITAL INVESTMENT, LINE OF CREDIT, AND 
LONG-TERM DEBT BY VENTURE AND FISCAL YEAR 
(current dollars — in thousands) 


Venture CDC . Total LOC 
ee tet ee ees 
Meer bnding be 
Invest. Debt 
Possum Trot 
4/31/75 L229 90.0 : 90.0 
By 51/74 Ol ae ‘ ows 
By o1/73 IOS a ; Ae: 
B7 51/'72 JOE. oar ° Be “fe 
Lawson 
27 51/74 250 £0 200.0 route BOCELO, 
7 51/773 PANO 200.0 2 200.0 
7 51/72 Ss Be - x ve 
27 41/71 50.0) - - as 
GEMCO 
0/31/74 2 20 oa EA, 
7/31/75 2020 Bis ©) shes 2950 
Wel /'/ 2 spre = 20 e < 2oa0 
2751/77 1 play oO ira ©) sn 8 BO 
BCC 
dey 30/7 7744 AS 3)e 0 Sue 269.5 269.5 
11/30/73 ASS 70, os. EGOeO 2O070 
OVC . 
7744 ae 900.0 BOO AIO iene Ome 
9741/73 BAO EO, — 300.0 — ZOOzO 
Phoenix 
Oy 34/74 IN@)Syu0: eo ae ae 


(See Notes to Table 26, page 220.) 
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Notes to Table 26 
Wet amad ions 


CDC Capital 


CDC capital investment in ventures, including 
Souvertible debentures. 


imme of Credit 


As negotiated by the venture and its supporting 
banks. 


Long-Term Financing 


time lides debts incurred for periods of one year or 
longer. OVC and BCC have both incurred long-term debt of 
Major proportions. Both loans carry a 9O percent SBA 
guarantee. The loan granted to BCC was originally for 
m2e0,000, and the loan to OVC was for $350,000. 


Data Sources 


SVCDF Ventures 

Data were provided by the deputy director from CDC 
mecocds. 
JSC Ventures 


Data were provided by the director of finance from 
ac records. 
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TABLE 27 


AVERAGE ANNUAL EMPLOYMENT AND ANNUAL PAYROLL 


Venture 


Year Ending 


Possum Trot 


By 1/72 


Lawson 
12/41/74 
ie 75 10/'/ 3 
ey 51/7ec 
ee 51/571 


GEMCO 
W774 
7 21/73 
We ol/7e 
751/71 


BCC 
E7307 74 
11/30/73 


OVC 
ot 7+ 
77 5177 > 


Phoenix 


10/31/74 


2current iojmeeanece—emtt  ~housands.< 


BY VENTURE AND FISCAL YEAR 


Average 
Annual 


Employment 


Dl 
41 


a 


(See Notes to Table 27, page 222.) 
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7(- 
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CO \N 
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Notes to Table 27 
Definitions 


Average Even ys\ il imployment 


The average annual employment was computed from the 
Quarterly average employment levels. 


Pammal Payroll 


Total payroll levels, including base, fringe, and 
incentive pay. 


Data Sources 


SVCDF Ventures 


Average employment and annual payroll figures were 
provided by the director of business planning and research. 


JSC Ventures 


Average employment and annual payroll data were 
extracted from the Quarterly Monitoring Reports or provided 
by the director of finance, except as noted below. 


Lawson Furniture payroll levels for 1971 and 1973 
were estimated on the basis of average employment and fringe 
benefit levels, and the minimum wage then in effect. 
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